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DEPARTMENT  OF  AGRICULTURE 
Rural  Electrification  Administration 
7  CFR  Part  1710 
RIN  0572-AA43 

General  and  Pre-loan  Policies  and 
Procedures  Common  to  Insured  and 
Guaranteed  Electric  Loans 

agency:  Rural  Electrification 
Administration,  USDA. 

ACTION:  Final  rule. 

SUMMARY:  The  Rural  Electrification 
Administration  (REA)  hereby  amends  7 
CFR  chapter  XVII,  by  adding  a  new  part 
1710,  General  and  Pre-loan  Policies  and 
Procedures  Common  to  Insured  and 
Guaranteed  Electric  Loans.  This  part 
consolidates,  updates,  clarihes  and,  in 
some  instances,  revises  the  policies  and 
requirements  contained  in  several 
existing  REA  Bulletins: 

This  part  contains  the  provisions  and 
requirements  of  the  Rural  ElectriHcation 
Act  (RE  Act),  as  amended,  and  the 
administrative  policies,  requirements, 
and  procedures  of  the  REA  electric 
program  for  applicants  seeking  financial 
assistance  from  REA  for  facilities  to 
furnish  electric  service  in  rural  areas. 

The  primary  objective  of  the  rule  is  to 
update,  consolidate,  clarify,  and  simplify 
REA  policies  and  procedures  common  to 
electric  insured  and  guaranteed  loans. 
EFFECTIVE  DATE:  This  rule  is  effective 
February  10, 1992. 

FOR  FURTHER  INFORMATION  CONTACr. 

Frank  W.  Bennett,  Deputy  Assistant 
Administrator-Electric,  U.S.  Department 
of  Agriculture,  Rural  Electrification 
Administration,  Room  4048-S,  14th  and 
Independence  Avenue,  SW„ 

Washington,  DC  20250-1500,  Telephone: 
(202)  382-9547. 

SUPPLEMENTARY  INFORMATION:  This  rule 
is  issued  in  conformance  with  Executive 
Order  12291,  Federal  Regulation.  This 
action  will  not:  (1)  Have  an  annual 
effect  on  the  economy  of  $100  million  or 
more:  (2)  result  in  a  major  increase  in 
costs  or  prices  to  consumers,  individual 
industries.  Federal,  state  or  local 
government  agencies,  or  geographic 
regions;  (3)  result  in  significant  adverse 
effects  on  competition,  employment, 
investment  or  productivity,  innovation, 
or  on  the  ability  of  United  States-based 
enterprises  to  compete  with  foreign- 
based  enterprises  in  domestic  or  export 
markets.  Therefore,  this  rule  has  been 
determined  to  be  “not  major." 

This  action  does  not  fall  within  the 
scope  of  the  Regulatory  Flexibility  Act. 
REA  has  concluded  that  promulgation  of 
this  rule  does  not  represent  a  major 


Federal  action  significantly  affecting  the 
quality  of  the  human  environment  under 
the  National  Environmental  Policy  Act 
of  1969,  as  amended,  (42  U.S.C.  4321  et 
seq.  (1976)),  and  therefore,  does  not 
require  an  environmental  impact 
statement  or  an  environmental 
assessment. 

This  program  is  listed  in  the  Catalog 
of  Federal  Domestic  Assistance  under 
No.  10.850,  Rural  Electrification  Loans 
and  Loan  Guarantees.  For  the  reasons 
set  forth  in  the  Final  Rule  related  notice 
to  7  CFR  part  3015,  subpart  V  in  50  FR 
47034,  November  14, 1985,  this  program 
is  excluded  from  the  scope  of  Executive 
Order  12372  which  requires 
intergovernmental  consultation  with 
State  and  local  officials. 

The  existing  reporting  and 
recordkeeping  requirements  contained 
in  this  rule  were  approved  by  the  Office 
of  Management  and  Budget  (OMB), 
pursuant  to  the  Paperwork  Reduction 
Act  of  1980  (44  U.S.C.  3501  et  seq.], 
under  control  numbers  0572-0032  and 
0572-0017.  The  public  reporting  burden 
is  estimated  to  average  59  hours  per 
response,  including  the  time  for 
reviewing  instructions,  searching 
existing  data  sources,  gathering, 
completing  and  reviewing  the  collection 
of  information  and  maintaining  the  data 
needed.  The  public  recordkeeping 
burden  for  this  collection  of  information 
is  estimated  to  average  67  hours  per 
response,  including  the  time  for 
reviewing  instructions,  searching 
existing  data  sources,  gathering, 
completing  and  reviewing  the  collection 
of  information  and  maintaining  the  data 
needed. 

Additional  reporting  requirements 
contained  in  this  rule  have  been 
submitted  for  approval  to  the  Office  of 
Management  and  Budget  in  accordance 
with  the  Paperwork  Reduction  Act  of 
1980.  They  will  not  be  effective  until 
approved  by  OMB.  The  public  reporting 
burden  for  this  new  collection  of 
information  is  estimated  to  average  12 
hours  per  response,  including  the  time 
for  reviewing  instructions,  searching 
existing  data  sources,  gathering, 
completing  and  reviewing  the  collection 
of  information  and  maintaining  the  data 
needed.  There  is  no  additional  record 
keeping  burden  for  this  new  collection. 

Send  comments  regarding  these 
burden  estimates  or  any  other  aspect  of 
these  collections  of  information, 
including  suggestions  for  reducing  the 
burden,  to  the  Office  of  Information  and 
Regulatory  Affairs,  Office  of 
Management  and  Budget,  Attention: 
Desk  Officer  for  USDA,  Room  3201, 
NEOB,  Washington,  DC  20503. 


Background 

REA  makes  loans  and  loan  guarantees 
to  electric  systems  to  provide  and 
improve  electric  service  in  rural  areas. 
These  loans  are  limited  to  the  purposes 
authorized  in  the  Rural  Electrification 
Act  of  1936,  as  amended  (7  U.S.C.  901  et 
seq.) 

REA  policies  and  requirements 
covering  pre-loan  activities  are 
contained  in  several  REA  regulations 
and  bulletins.  Many  of  these  are  out  of 
date  and  some  contain  ambiguous  or 
redundant  information.  It  is  necessary  to 
consolidate  this  information  and  make  it 
available  to  the  public  by  codifying  and 
publishing  it  in  the  Federal  Register. 

This  part  consolidates,  updates, 
clarifies  and,  in  some  instances,  revises 
the  policies  and  requirements  contained 
in  the  following  existing  REA  bulletins: 

20-2  Electric  Loan  Policies  and  Application 
Procedures 

20-5  Extensions  of  Payments  of  Principal 
and  Interest 

20-6  Loans  for  Generation  and 
Transmission 

20-14  Supplemental  Financing  for  Loans 
Considered  Under  Section  4  of  the  Rural 
Electrification  Act 

20-20  Deferment  of  Principal  Repayments 
for  Investment  in  Supplemental  Lending 
Institutions 

20-22  Guarantee  of  Loans  for  Bulk  Power 
Supply  Facilities 

20-23  Section  12  Extensions  for  Energy 
Resources  Conservation  Loans 
60-10  Construction  Work  Plans,  Electric 
Distribution  Systems 
86-3  Headquarters  Facilities  for  Electric 
Borrowers 

105-5  Financial  Forecast — Electric 
Distribution  Systems 

111- 3  Power  Supply  Surveys 

112- 3  Area  Coverage  Service 

120-1  Development,  Approval,  and  Use  of 
Power  Requirements  Studies 
145-1  Development,  Approval,  and  Use  of 
Irrigation  Studies 

When  this  rule  and  other  related  rules 
are  published  in  final  form,  the  above 
bulletins  will  be  rescinded,  in  whole  or 
in  part,  or  revised.  In  the  future,  REA 
bulletins  will  be  used  to  provide  certain 
procedural  information,  illustrative 
examples,  and  other  guidance  to  assist 
borrowers  in  complying  with  REA’s 
published  rules. 

The  primary  purpose  of  this  rule  is  to 
consolidate,  clarify,  update  and,  in  some 
instances,  revise  REA  general  loan 
policies  and  pre-loan  policies  and 
requirements  applicable  to  electric 
loans.  Most  of  the  provisions  of  this  rule 
represent  policies  and  requirements  that 
have  been  in  effect  for  some  time, 
having  been  implemented  through  REA 
bulletins,  mortgages,  notes  or  loan 
contracts,  and  other  agency  issuances. 
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Some  provisions  are  either  new,  or  a 
revision  of  existing  policies  and 
procedures,  or  an  explicit  statement  of 
policies  and  procedures  that  formerly 
were  implicit. 

Another  purpose  of  this  rule  is  to 
strengthen  the  agency's  credit  policies. 
During  the  past  few  years,  a  number  of 
electric  borrowers  have  experienced 
considerable  flnancial  stress.  By 
adopting  the  policies  outlined  in  this 
rule,  the  agency  hopes  to  avoid  the 
recurrence  of  these  situations. 

This  rule  sets  forth  general  and  pre¬ 
loan  policies  and  requirements  that  are 
common  to  insured  loans  and 
guaranteed  loans.  It  was  published  as  a 
proposed  rule  at  56  FR  8234  on  February 
27, 1991.  Pre-loan  policies,  requirements 
and  procedures  that  are  specific  to 
guaranteed  loans,  including  90  percent 
guaranteed  loans  recently  authorized  by 
the  Omnibus  Budget  Reconciliation  Act 
of  1990,  are  set  forth  in  7  CFR  part  1712, 
published  August  27, 1991  at  56  FR 
42460.  Pre-loan  policies,  requirements 
and  procedures  specific  to  insured  loans 
will  be  set  forth  in  proposed  7  CFR  part 
1714  in  the  near  future. 

Conunents 

A  total  of  88  commentors  submitted 
comments  on  the  proposed  rule.  They 
included  76  borrowers,  the  National 
Rural  Electric  Cooperative  Association, 
the  National  Rural  Utilities  Cooperative 
Finance  Corporation,  the  American 
Public  Power  Association,  four  state 
borrowers  associations  and  five  others. 

REA  considered  all  comments 
received.  The  more  significant  and  the 
most  commonly  made  comments  are 
addressed  individually  herein. 

Section  1710.1  (c) 

It  was  suggested  that  the  portions  of 
REA  bulletins  to  be  rescinded  or  revised 
as  a  result  of  codifying  part  1710  be 
specifically  identified,  lliis  will  in  effect 
be  accomplished  as  REA  codifies  the 
remainder  of  its  regulations.  REA’s 
codified  rules  supersede  any  bulletins  or 
portions  thereof  that  may  be  in  conflict. 
Any  procedures  or  requirements  that  are 
still  relevant  and  are  not  included  in 
REA's  codified  rules  will  be  included  in 
future  bulletins.  As  this  process 
proceeds  outdated  bulletins  will  be 
rescinded. 

A  technical  change  has  been  made  to 
this  paragraph  by  adding  REA  bulletin 
20-23  to  the  list  of  bulletins  that  may 
contain  material  that  is  in  conflict  with 
-  this  rule  and  therefore  superseded  by  it 
Bulletin  20-23  was  listed  in  the 
background  section  of  the  preamble  to 
the  proposed  rule,  but  was  inadvertently 
left  out  of  the  list  in  $  1710.1(c). 


Section  1710.2  Definitions  and  Rules  of 
Construction 

It  was  suggested  that  the  definition  of 
Administrator  be  modified  to  add.  “or 
his  or  her  designee.”  This  has  been 
done. 

A  technical  change  was  also 
suggested  in  the  definition  of  PRR  with 
respect  to  its  use  in  determining  the 
amount  of  supplemental  financing 
required  of  a  borrower.  REA  has 
considered  other  criteria  that  more 
closely  reflect  a  borrower’s  ability  to 
pay  market  rates  for  supplemental 
financing.  However,  appropriation  acts 
for  the  past  several  years  have 
prohibited  any  changes  in  the  criteria 
and  standards  used  to  determine 
supplemental  financing  requirements 
from  those  that  existed  on  July  15, 1982. 
Therefore,  no  changes  have  been  made 
in  the  criteria  and  standards,  including 
the  definition  of  PRR.  It  should  also  be 
mentioned  that  the  use  of  1978-1980 
data  in  the  definition  of  APRR  stems 
from  the  legislative  prohibition  against 
changes. 

It  was  also  suggested  that  the 
formulas  for  DSC,  TIER,  and  PRR 
needed  to  be  modified  to  identify  the 
current  year  column  of  Forms  7  and  12. 
REA  does  not  believe  this  would  be 
desirable  since  these  terms  are 
sometimes  used  in  reference  to  years 
other  than  the  current  year. 

Finally,  a  technical  change  has  been 
made  in  die  definition  of  loan  guarantee 
by  deleting  specific  reference  to  sections 
306  and  314  of  the  RE  Act.  While  these 
two  are  the  most  generic  authorities, 
there  was  no  intention  to  exclude  loan 
guarantees  made  under  the  narrower 
authorities  of  sections  306A  and  311. 

Section  1710.4  Exception  Authority 

Some  questions  were  raised  as  to 
whether  the  Administrator’s  authority  to 
grant  an  exception  to  regulatory 
requirements  applies  only  to 
requirements  imposed  on  borrowers  and 
lenders  with  a  loan  guaranteed  by  REA. 
or  also  applies  to  any  obligations  or 
requirements  imposed  on  REA.  It  was 
also  asked  whether  the  exception 
authority  could  be  used  to  impose 
additional  or  more  onerous 
requirements  on  borrowers  and  lenders. 

’The  exception  authority  applies  only 
to  borrowers  and  lenders  participating 
in  REA  loan  and  guarantee  programs.  It 
does  not  apply  to  any  obligations  or 
requirements  imposed  on  REA.  The 
audiority  could  not  be  used  by  REA  to 
impose  additional  or  more  onerous  . 
requirements  on  borrowers  or  lenders. 
The  section  has  been  revised  to  clarify 
these  points.  The  term  “Government’s 
interest”  has  also  been  modified  to 


make  it  clear  that  the  specific  interest 
referred  to  here  is  the  Government's 
“financial"  interest. 

One  commentor  suggested  that  the 
standard  for  granting  an  exception 
should  be  based  on  whether  application 
of  the  regulatory  provision  would 
adversely  affect  the  borrower’s  interests 
and/or  the  government’s  interests,  not 
just  the  latter.  REA  disagrees  since 
many  regulatory  provisions  relate  to 
loan  feasibility  and  security,  and  may  be 
interpreted  as  adversely  affecting  the 
borrower’s  interests  in  some  sense. 
Requirements  to  assure  loan  feasibility 
and  security,  which  protect  the 
govenunent’s  financial  interests,  may  at 
times  appear  at  odds  with  a  borrower’s 
interests,  but  generally  these  provisions 
cannot  be  waived  or  reduced  without 
adversely  affecting  the  government’s 
interests. 

Another  commentor  suggested  that 
the  standard  for  making  an  exception  to 
the  regulations  be  broadened  to  include 
the  promotion  of  the  goals  and  purposes 
of  the  RE  Act.  REA  disagrees  since  such 
a  standard  would  be  too  broad  and  too 
vague,  and  would  run  the  risk  of 
inconsistent  benefits  being  offered  and 
decisions  being  made  on  an  ad  hoc  basis 
without  the  benefit  of  public  comment. 
REA  anticipates  that  this  exception 
authority  will  be  used  only  rarely  and 
only  when  it  is  clearly  necessary  to 
protect  the  Government’s  financial 
interests. 

Section  1710.6  Applicability  of  Certain 
Provisions  to  Completed  Loan 
Applications 

A  new  section  has  been  added  to 
make  it  clear  that  certain  new  or  revised 
policies  and  requirements  set  forth  in 
this  rule  will  not  apply  to  a  pending  loan 
application  that  has  t^n  determined  by 
REA  to  be  complete  as  of  the  date  the 
rule  is  published  in  final  form  in  the 
Federal  Register.  This  is  being  done  to 
ensure  that  the  processing  of  completed 
loan  applications  will  not  be  delayed, 
which  could  happen  if  borrowers  with 
already  completed  applications  were 
required  to  amend  their  applications  to 
provide  the  information  needed  to 
demonstrate  compliance  with  certain  of 
the  new  policies  and  requirements.  The 
specific  policies  and  requirements  that 
will  not  apply  to  already  completed 
applications  are  identified  in  the  new 
section. 

Section  1710.50  Insured  Loans 

One  commentor  suggested  that  REA 
authority  to  grant  a  deferral  of  principal 
and  interest  payments  on  insured  loans 
for  up  to  5  years  be  added  to  this 
section.  Iliat  authority,  since  it  applies 
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only  to  insured  loans,  will  be  addressed 
in  a  new  proposed  regulation  on  post¬ 
loan  policies  and  that  apply  specifically 
to  insured  loans. 

Section  1710.101  Types  of  Eligible 
Borrowers 

One  commentor  suggested  that 
“basic”  be  dropped  from  the  description 
of  the  retail  electric  service  financed  by 
REA,  and  that  all  methods  of  meeting 
the  power  supply  needs  of  distribution 
borrowers  be  recognized,  not  just  those 
involving  a  wholesale  power  contract. 
This  section  has  been  modiHed  to 
incorporate  these  suggestions. 

One  commentor  suggested  that,  in  the 
case  of  a  former  borrower  that  has  paid 
off  all  of  its  outstanding  REA  loans  and 
reapplies  for  a  loan,  that  REA  should 
finance  RE  Act  beneficiary  loads 
accruing  from  the  date  the  former  loans 
were  paid  off  rather  than  from  the  date 
the  applicant’s  new,  completed  loan 
application  is  received  by  REA.  REA 
disagrees  with  this  suggestion  since  the 
loads  accruing  in  the  suggested  earlier 
period  would  have  already  been  served 
by  the  applicant,  and  financing  of  these 
loads  by  REA  would  constitute 
refinancing,  which  is  strictly  limited 
under  the  RE  Act.  The  policy  set  forth  in 
the  rule  on  this  question  has  been  in 
effect  for  many  years. 

A  related  question  is  the  time  frame 
used  for  defining  a  rural  area  when  a 
former,  paid-oi^  borrower  applies  for  a 
new  loan.  The  section  has  been 
modified  to  make  it  clear  that  areas 
previously  designated  by  REA  as  rural 
and  served  by  facilities  financed  by 
REA  will  be  classified  as  rural. 

Section  1710.103  Area  Coverage 

Several  commentors  expressed 
concern  that  the  proposed  section  was 
intended  to  make  area  coverage 
requirements  more  stringent  and/or  to 
prohibit  assessment  of  contributions  in 
aid  of  construction.  That  was  not  the 
intention.  REA  recognizes  that 
consumers  in  certain  situations  impose  a 
capital  and/or  operating  cost  on  the 
borrower  that  is  substantially  out  of 
proportion  with  the  revenues  that  would 
be  generated  at  the  normal  rates  and 
minimum  charges  assessed  the  typical 
consumer.  The  section  has  been 
amended  to  make  it  clear  that  borrowers 
may  continue  to  assess  contributions  in 
aid  of  construction  consistent  with  the 
general  policy  on  area  coverage  set  forth 
in  this  section. 

One  commentor  suggested  that  the 
requirements  of  paragraph  (b)  of  this 
section  with  respect  to  assessing  a 
contribution  in  aid  of  construction 
should  not  apply  to  seasonal  consumers. 
REA  agrees  and  has  so  revised  the 


paragraph  to  make  it  clear  that  the 
restrictions  on  assessing  contributions 
in  aid  of  construction  set  forth  therein 
do  not  apply  to  either  seasonal  or 
temporary  consumers. 

Section  1710.104  Service  ofNon-RE 
Act  Beneficiaries 

One  commentor  suggested  that  this 
section  should  explicitly  permit  the  sale 
of  power  and  energy  to  non-RE  Act 
beneficiaries  from  ^A-financed  plants 
until  the  entire  capacity  of  the  plant  is 
required  by  RE  Act  beneficiaries,  and 
that  joint  power  supply  and  joint 
transmission  arrangements  be  explicitly 
allowed.  This  section  does  not  preclude 
these  activities,  which  have  been 
authorized  in  the  past,  provided  that 
they  meet  the  conditions  set  forth.  REA 
believes  that  the  section  correctly  and 
comprehensively  states  REA’s  policy  on 
use  of  loan  funds  to  serve  non-RE  Act 
beneficiaries. 

Section  1710.105  State  Regulatory 
Approvals 

Several  commentors  suggested  that 
the  section  be  modified  to  make  it  clear 
that  it  applies  only  to  borrowers  that  are 
required  to  obtain  approval  from  their 
state  regulatory  authority  for  proposed 
construction  projects  and/or  the  related 
financing.  Paragraph  (b)  has  been 
revised  to  make  this  clear. 

It  was  also  suggested  that  REA  should 
not  have  the  flexibility  to  require  a 
borrower  to  obtain  such  state  approvals 
before  REA  makes  a  loan,  as  opposed  to 
after  the  loan  is  made  but  before  loan 
funds  are  advanced.  REA  disagrees  and 
believes  that  it  should  be  able,  on  a  case 
by  case  basis,  to  require  that  the  state 
approvals  be  obtained  before  a  loan  is 
made  when  the  loan  requires  an 
Environmental  Impact  Statement  and  for 
loans  to  finance  generation  and 
transmission  facilities  when  the  loan 
request  is  $25  million  or  more.  These 
kinds  of  projects  generally  involve 
higher  risk  than  others,  and  in  some 
cases  it  may  be  piudent  to  obtain  the 
state  approval  before  the  loan  is  made. 
Also,  the  process  of  obtaining  state 
approval  often  produces  additional 
information  valuable  in  assessing  the 
feasibility  and  security  of  the  proposed 
loan. 

One  commentor  asked  for  clarification 
of  the  provision  that  REA  may  require  a 
borrower  to  obtain  reaffirmation  of  a 
project  and  its  financing  from  the  state 
authority  before  additional  loan  funds 
are  advanced,  if  the  borrower  has  failed 
to  proceed  with  the  project  in  a  timely 
manner  or  if  there  are  cost  overruns  or 
other  developments  that  threaten  loan 
feasibility  or  security.  Under  such 
circumstances  REA  believes  it  would  be 


only  prudent  to  obtain  reaffirmation 
from  the  state  authority.  If  a  state 
authority  were  not  willing  to  reaffirm 
the  project  and  its  financing,  serious 
questions  would  be  raised  as  to  whether 
the  state  authority  would  allow  the 
borrower  to  collect  sufficient  revenues 
to  repay  the  loan,  and  REA  would  have 
to  take  this  into  consideration  in 
deciding  whether  to  approve  additional 
advances  of  loan  funds. 

Section  1710.106  Uses  of  Loan  Funds 

Several  commentors  requested 
clarification  of  paragraph  (d)  of  this 
section,  which  provides  that  the  amount 
lent  to  any  one  borrower  in  a  given  year 
may  be  limited  to  less  than  the  total 
amount  eligible  for  REA  financing, 
taking  into  consideration  the  amount  of 
loan  funds  available  and  the  size  of 
REA’s  loan  application  inventory.  This 
provision  is  intended  to  apply  only  in 
years  when  the  loan  funds  available  are 
substantially  less  than  the  eligible 
requests  for  loan  funds.  This  has 
occurred  in  the  past,  and  in  several 
years  REA  has  approved  insured  loans 
equal  to  only  one-half  of  borrowers’ 
financing  requests,  and  lent  the 
remainder  in  subsequent  years.  The 
paragraph  has  been  revised  to  make 
clear  that  it  applies  only  when  there  is  a 
substantial  shortfall  in  available  funds. 

It  has  also  been  clarified  that  any 
reduction  would  be  on  an  equal 
proportional  basis  for  all  applicants 
based  on  the  amount  of  funds  for  which 
the  applicant  is  eligible,  and  that  any 
amount  of  an  eligible  request  not  lent 
one  year  would  be  eligible  for  a  loan  in 
subsequent  years,  provided  that  a 
resolution  is  submitted  to  REA  by  the 
borrower’s  board  of  directors  certifying 
that  the  funds  are  still  needed  to 
complete  purposes  contained  in  the 
original  loan  application. 

There  also  appears  to  be  a 
misconception  that  paragraph  (d)  refers 
to  the  withholding  of  advances  of  loan 
funds  after  a  loan  is  made.  That  is  not 
correct,  since  paragraph  (d)  refers 
specifically  to  loan  approval. 

One  commentor  requested 
clarification  of  the  statement  in 
paragraph  (c)(3)  that  REA  will  not 
finance  any  facilities  that  a  state 
regulatory  authority  having  jurisdiction 
will  not  approve  for  inclusion  in  the 
borrower’s  rate  base,  or  will  not 
otherwise  allow  rates  sufficient  to  repay 
the  debt  incurred  for  the  facilities.  This 
is  meant  to  be  a  general  statement  of 
policy  of  what  REA  will  not  finance,  in 
the  same  vein  as  the  statements  in 
paragraphs  (c)  (1)  and  (2)  of  this  section. 
This  policy  is  consistent  with  the 
restriction  in  section  4  of  the  RE  Act  that 
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“no  loan  for  the  construction,  operation, 
or  enlargement  of  any  generating  plant 
shall  be  made  unless  the  consent  of  the 
State  authority  having  jurisdiction  in  the 
premises  is  Hrst  obtained.”  REA  realizes 
that  it  often  may  not  be  possible  at  the 
time  of  loan  approval  to  determine  that 
a  state  regulatory  authority  will  not 
allow  sufficient  revenues  to  repay  a  loan 
for  certain  facilities.  Nevertheless,  as  a 
matter  of  basic  policy  REA  will  not 
knowingly  lend  for  such  facilities  and 
may  deny  a  loan  for  certain  facilities  or 
in  certain  circumstances  if  there  is 
substantial  evidence,  based  on  state 
law,  past  regulatory  practice,  or 
preliminary  decisions  or  statements  by 
the  state  authority  about  the  facilities  in 
question,  that  sufficient  revenues  will 
not  be  allowed  to  repay  the  related  debt. 

One  commentor  suggested  that  REA 
explicitly  state  that  costs  associated 
with  the  decommissioning  of  nuclear 
power  plants  are  eligible  for  REA 
hnancing.  REA  disagrees  that  such  costs 
should  be  eligible  for  REA  financing 
since  all  utilities  that  have  nuclear 
power  plants  are  required  to  establish 
Hnancial  reserves  to  pay  for 
decommissioning  costs.  It  is  intended 
that  these  costs  be  collected  from  the 
consumers  that  benefit  from  the  nuclear 
facility  during  its  useful  life.  Suggesting 
that  future  REA  financing  may  be 
required  for  decommissioning  suggests 
that  the  reserves  in  some  cases  may  be 
too  small,  and  that  larger  reserves  may 
be  needed  to  ensure  loan  feasibility. 
Moreover,  such  financing  would  raise 
issues  about  loan  collateral  since  the 
financing  would  be  for  the  dismantling 
of  facilities  rather  than  their 
construction. 

One  commentor  suggested  that 
financial  hardship  be  defined  and  that 
the  criteria  be  specified  regarding  those 
facilities  that  may  be  financed  by  REA 
under  paragraph  (b)  of  this  section.  REA 
believes  that  it  is  important  that  the 
Administrator  continue  to  have 
flexibility  in  determining  what  is  a 
financial  hardship  with  respect  to  REA 
financing  of  headquarters  offices, 
general  plant  equipment,  and  working 
capital.  Such  flexibility  has  worked  well 
in  the  past.  Since  the  facts  relating  to 
financial  hardship  vary  substantially 
from  case  to  case,  it  is  difficult  to  spell 
out  beforehand  all  the  relevant  factors 
that  may  need  to  be  considered  in  a 
particular  case.  Nevertheless,  in  the 
near  future  REA  will  outline  in  a 
proposed  rule  the  general  factors  that 
should  be  considered  in  determining 
financial  hardship. 

It  was  also  suggested  that  the  type  of 
load  management  equipment  eligible  for 


REA  Enancing  be  clariHed.  This  has 
been  done  in  §  1710.251(c). 

Section  1710.107  Amount  Lent  for 
Acquisitions 

One  commentor  suggested  that  REA 
should  finance  the  purchase, 
rehabilitation,  and  integration  of 
facilities  resulting  from  a  sale  and 
acquisition  between  two  REA 
borrowers.  REA  disagrees  that  it  should 
Hnance  the  purchase  of  one  borrower's 
facilities  by  another  borrower.  This 
would  amount  to  Hnancing  the  same 
facilities  twice,  if  the  original  REA  debt 
was  paid  off,  or  it  would  constitute 
refinancing,  which  is  strictly  limited 
under  the  RE  Act.  However, 
applications  for  REA  financing  of  the 
rehabilitation  or  integration  of  electric 
facilities  in  the  case  of  an  acquisition  of 
one  borrower  by  another  will  be  treated 
the  same,  pursuant  to  §  1710.106,  as 
other  applications  for  these  purposes. 

Section  1710.108  Mergers  and 
Consolidations. 

A  question  was  raised  as  to  whether 
the  priority  consideration  to  be  given  to 
a  loan  application  after  a  merger  or 
consolidation  refers  only  to  moving  the 
application  forward  in  the  application 
queue.  The  answer  is  yes,  and  the 
section  has  been  modified  to  make  it 
clear  that  the  priority  consideration 
refers  to  the  order  of  processing  an 
application  as  set  for^  in  §  1710.119. 

It  was  suggested  that  REA  financing 
in  connection  with  mergers  and 
consolidations  not  be  limited  to 
financing  the  integration  and 
rehabilitation  of  electric  facilities  and 
the  extension  of  electric  service  in  rural 
areas,  but  that  it  also  include  the  costs 
incurred  in  effectuating  mergers  or 
consolidations,  such  as  legal  expenses 
or  feasibility  study  costs.  REA  disagrees 
since  such  legal  and  study  costs 
ordinarily  are  not  Hnanced  by  REA 
unless  they  are  directly  related  to  the 
construction  or  procurement  of  new 
facilities  and  are  capitalized  in  the  cost 
of  those  facilities.  Mergers  and 
consolidations  worth  pursuing  should 
result  in  sufficient  efficiencies  and  cost 
savings  to  more  than  offset  the  legal 
expenses  and  study  costs  associated 
with  their  planning  and  execution.  If 
that  is  not  the  case,  and  the  economics 
of  the  merger  or  consolidation  depend 
on  obtaining  REA  Hnancing  for  these 
costs,  then  such  costs  may  be  excessive 
or  the  beneHts  of  the  merger  or 
consolidation  may  be  insufHcient. 

Section  1710.109  Reimbursement  of 
General  Funds  and  Interim  Financing 

Several  commentors  said  that  the  24 
month  period  allowed  for 


reimbursement  of  general  funds  was  too 
short,  especially  for  generation  and 
transmission  projects.  Some 
commentors  appeared  to  misunderstand 
the  meaning  of  the  section.  They  seemed 
to  think  that  the  limitation  is  meant  to 
apply  to  all  construction  and 
procurement  costs  incurred  prior  to  the 
loan  period,  regardless  of  whether  or  not 
the  construction  and  procurement  is 
completed  prior  to  or  during  the  loan 
period.  That  is  not  the  intent.  The  24- 
month  reimbursement  limit  will  not 
apply  to  equipment  and  facilities  whose 
procurement  and  construction  is 
completed  during  the  loan  period.  Thus 
if  legitimate  front-end  costs  for 
environmental  studies,  design, 
engineering  and  other  necessary 
functions  are  incurred  for  a  generation 
and  transmission  project  four  or  Hve 
years  before  the  start  of  the  loan  period, 
they  could  be  included  as  part  of  the 
cost  of  the  project  to  be  funded  and 
completed  during  the  loan  period.  The 
section  has  been  revised  to  make  it  clear 
that  the  24  month  limitation  applies  only 
to  reimbursements,  including 
replacement  of  interim  Hnancing,  for 
approved  expenditures  incurred  for 
equipment  and  facilities  whose 
procurement  and/or  construction  is 
completed  before  the  beginning  of  the 
loan  period. 

One  commentor  requested  that  loan 
period  be  deHned.  Loan  period  was 
defined  in  S  1710.2  of  the  proposed  rule 
and  its  meaning  remains  unchanged.  As 
deHned,  the  loan  period  commences 
with  the  date  shown  on  page  1  of  REA 
Form  740c,  Cost  Estimates  and  Loan 
Budget  for  Electric  Borrowers.  Normally, 
this  date  is  60  days  or  less  prior  to  the 
time  the- completed  loan  application  is 
sent  to  the  REA  Washington  office. 

One  commentor  suggested  that  the  24 
month  reimbursement  period  be  phased 
in  over  a  period  of  years.  This  has  been 
done,  and  it  has  been  made  clear  that 
the  new  requirement  applies  only  to 
complete  loan  applications  received 
after  the  effective  date  of  this  rule. 

Some  comments  were  received 
suggesting  that  limiting  reimbursement 
to  24  months  would  result  in  more 
frequent  applications  and  could 
overwhelm  REA  staff.  REA  believes  that 
any  increase  in  the  frequency  of 
applications  will  be  manageable  and 
will  not  delay  loan  processing. 

Some  concern  was  expressed  that 
reducing  the  reimbursement  period  to  24 
months  will  result  in  legitimate 
expenditures  for  facilities  becoming 
ineligible  for  reimbursement  due  to  the 
time  required  to  process  a  loan.  REA 
does  not  believe  that  this  will  become  a 
problem  because  the  time  limit  applies 
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only  to  equipment  and  facilities 
completed  before  the  beginning  of  the 
current  loan  period,  while  other 
legitimate  expenditures  are  allowed  to 
be  included  in  the  loan  for  facilities 
completed  during  the  current  loan 
period.  Also,  virtually  all  loans  are 
processed  within  12  months  of  receiving 
the  complete  loan  application. 

One  commentor  suggested  that 
limiting  reimbursement  of  general  funds 
to  24  months  for  equipment  and  facilities 
completed  before  the  current  loan  period 
without  placing  a  similar  limit  on  loans 
to  replace  interim  financing  will  cause 
borrowers  to  rely  more  on  interim 
financing.  This  conclusion  apparently 
derives  from  a  narrower  interpretation 
of  reimbursement  of  general  funds  than 
commonly  used  by  REA.  As  used  by 
REA,  reimbursement  of  general  funds 
includes  replacement  of  interim 
financing,  and  the  section  has  been 
modified  to  make  this  clear. 

Section  1710.110  Supplemental 
Financing 

One  commentor  requested 
clariBcation  as  to  whether  the 
supplemental  Hnancing  requirements  of 
this  section  apply  to  ail  REA  financing 
or  only  to  insured  loans.  The 
requirements  of  this  section  for 
borrowers  to  obtain  supplemental 
financing  apply  only  to  insured  loans. 
The  section  has  been  revised  to  make 
this  clear. 

REA  does  not  require  supplemental 
financing  in  conjunction  with  an  REA 
guaranteed  loan.  However,  if  a  borrower 
elects  to  obtain  supplemental  financing 
in  conjunction  with  a  guaranteed  loan, 
the  granting  of  REA's  loan  guarantee 
may  be  conditioned  on  the  borrower's 
acquisition  of  the  supplemental 
financing. 

One  commentor  suggested  that  the 
/  condition,  “except  in  cases  of  financial 
hardship,”  be  added  to  the  provision 
requiring  supplemental  financing  with 
insured  loans  to  conform  this  section 
with  proposed  §  1710.102(b],  which  was 
published  on  February  20, 1991  at  56  FR 
6912.  This  has  been  done. 

One  commentor  stated  that  if  REA 
will  continue  to  require  supplemental 
financing,  a  lien  accommodation  should 
be  granted  automatically.  REA 
understands  that  a  lien  accommodation 
usually  is  required  for  borrowers  to 
obtain  supplemental  financing.  In  the 
case  of  supplemental  financing  required 
with  insured  loans,  a  lien 
accommodation  is  routinely  granted. 

The  section  has  been  amended  to  clarify 
that  REA  will  consider  a  lien 
accommodation  for  the  supplemental 
lender. 


Some  commentors  suggested  that  REA 
needs  to  streamline  the  process  of 
granting  a  lien  accommodation  to  a 
supplemental  lender  or  consider 
modifying  its  security  arrangements  to 
facilitate  additional  financing  from  other 
sources.  REA  is  studying  its  loan  and 
security  documents  and  related 
questions.  Many  of  these  questions  will 
be  addressed  in  the  Agency's  post-loan 
regulations. 

Section  1710.111  Refinancing 

One  commentor  stated  that  REA  has 
much  broader  authority  to  refinance 
borrower  debt  than  set  forth  in  this 
section.  REA  disagrees.  The  language  of 
the  RE  Act  and  a  long  history  of 
interpretation  of  REA's  authority  to 
refinance  borrower  debt  clearly  indicate 
that  REA's  authority  to  refinance  is  very 
limited.  The  most  commonly  occurring 
circumstances  where  such  authority 
may  be  exercised  are  set  forth  in  this 
section. 

Section  1710.112  Loan  Feasibility 

Several  commentors  questioned 
whether  the  intent  of  this  section  is  to 
raise  the  threshold  for  loan  feasibility 
and  make  it  more  difficult  for  borrowers 
to  demonstrate  feasibility.  That  is  not 
the  intent.  The  purpose  of  this  section  is 
to  establish  explicit  and  comprehensive 
criteria  for  assessing  loan  feasibility  and 
ensuring  that  there  is  reasonable 
assurance  that  the  loan  will  be  repaid. 
The  criteria  set  forth  have  been  used 
routinely  by  REA  either  formally  or 
informally  in  assessing  loan  feasibility, 
and  are  not  being  codified  so  that  all 
borrowers  will  know  exactly  what 
factors  are  considered  in  determining 
loan  feasibility. 

One  commentor  expressed  concern 
that  the  criteria  are  inflexible  and  do  not 
allow  for  judgment,  and  will  thus  result 
in  some  loans  being  denied  as  a  result  of 
inflexible  application  of  the  criteria  by 
REA  staff.  REA  disagrees  since  the 
criteria  deal  mainly  with  the  forecast  of 
financial  performance  and  the  factors 
that  are  likely  to  affect  that 
performance,  which  necessarily  involves 
a  substantial  amount  of  judgment.  This 
has  always  been  the  case. 

Some  commentors  stated  that  the 
requirement  that  there  be  a  reasonable 
expectation  that  consumers  will  be  able 
to  pay  the  rates  required  to  meet 
expenses  and  repay  the  loan  and  that 
borrowers  will  be  reasonably  able  to 
compete  with  other  utilities  sets  too  high 
a  standard.  REA  disagrees  with  that 
position,  since  if  consumers  cannot  pay 
the  rates  required  to  meet  expenses  and 
repay  the  loan  and  if  the  borrower 
cannot  compete  to  prevent  serious  load 
loss,  then  the  loan  would  not  be 


feasible.  Section  4  of  the  RE  Act 
prohibits  the  Administrator  from  making 
a  loan  unless  the  Administrator  finds 
and  certifies  that  the  loan  will  be  repaid 
within  the  time  agreed. 

One  commenter  suggested  that  the 
problem  was  not  only  competition  with 
other  utilities,  but  also  competition  with 
other  fuels.  REA  agrees  and  has  so 
revised  the  section.  Also,  it  has  been 
made  clear  that  substantial  load  loss, 
not  any  load  loss,  is  the  concern  with 
respect  to  competing  with  other  utilities 
or  fuels,  and  that  substantial  impairment 
of  loan  feasibility,  not  any  impairment, 
is  likewise  the  concern. 

Several  commentors  expressed 
concern  that  references  to  “any”  risks  of 
load  loss  from  large  consumers  or  from 
loss  of  service  territory  would  establish 
too  high  a  standard.  REA  intended 
“any”  to  convey  that  there  might  not  be 
any  such  risks,  but  nevertheless  “any” 
has  been  deleted. 

Some  commentors  suggested  that  the 
list  of  criteria  for  assessing  loan 
feasibility  is  exhaustive  and  that  the 
catchall  “other  factors”  is  not  needed. 
REA  agrees  and  has  deleted  “other 
factors.” 

One  commentor  suggested  several 
procedures  and  information  collections 
for  assessing  possible  risks  of  loss  of  a 
borrower’s  service  territory  from 
annexation.  REA  does  not  believe  that 
suggested  reporting  burden  should  be 
imposed  routinely  in  the  case  of  every 
loan  application.  However,  when  there 
is  a  high  risk  of  annexation  in  an 
individual  case,  some  of  the  information 
suggested  would  be  obtained  by  REA, 
and  the  section  has  been  so  revised. 

Section  1710.113  Loan  Security 

One  commentor  requested 
clarification  of  what  information  would 
be  required  in  the  case  of  joint  projects 
to  demonstrate  that  the  non-R^ 
financed  system  is  financially  sound 
and  under  capable  management.  This 
has  been  clarified. 

One  commentor  expressed  a  concern 
that  REA  is  seeking  an  unqualified 
guarantee  in  paragraph  (d)  of  this 
section  that  a  jointly  owned  project  will 
be  running  continuously  at  planned 
capacity.  That  is  not  the  case.  What 
R^  is  seeking  is  adequate  assurance 
from  the  borrower,  in  the  form  of 
contractual  or  other  security 
arrangements,  that  the  jointly  owned 
project  will  be  operated  on  an  efficient 
and  continuous  basis. 

Section  1710.114  TIER  and  DSC 
Requirements 

Several  commentors  stated  that 
raising  the  minimum  Times  Interest 
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Earned  Ratio  (TIER)  from  1.0  to  1.05  for 
power  supply  borrowers  that  receive  a 
loan  after  the  effective  date  of  this  rule 
may  pose  economic  hardship  for  those 
borrowers  operating  in  financially 
pressed  areas.  REA  recognizes  that  this 
could  be  a  temporary  problem  in  certain 
limited  cases.  Therefore  a  provision  has 
been  added  to  paragraph  (b)  of  this 
section  whereby  the  Administrator  may, 
on  a  case  by  case  basis,  reduce  the  TIER 
level  below  1.05  for  power  supply 
borrowers,  but  not  below  1.0,  if  the 
Administrator  determines  that  a  1.05 
TIER  require  said  borrowers  to  raise  the 
rates  they  charge  for  power  so  high  as  to 
substantially  reduce  the  kWh  sales  and 
revenues  and  threaten  loan  feasibility. 

In  the  longer  term,  REA  anticipates 
that  all  power  supply  borrowers  should 
be  able  to  meet  this  modest  increase  in 
TIER  without  undue  effects  on  power 
costs  to  their  member  systems.  Ten  of 
the  61  power  supply  borrowers  already 
are  required  to  meet  a  minimum  TIER  of 
1.05  on  an  annual  basis.  Other  power 
supply  borrowers  have  routinely 
achieved  a  TIER  of  1.05  or  greater.  Over 
the  past  three  years,  1987-89,  36  power 
supply  borrowers,  out  of  the  55  for 
which  data  were  available,  achieved  an 
average  TIER  of  at  least  1.05,  and  28 
achieved  an  average  TIER  of  greater 
than  1.1. 

One  commentor  suggested  that  the 
new  1.05  TIER  requirement  ought  to  be 
phased  in.  This  requirement,  like  all 
other  requirements  in  this  section, 
applies  only  to  borrowers  that  receive  a 
loan  after  the  effective  date  of  this  rule. 
REA  has  no  problem  with  the  suggestion 
and  has  revised  the  section  to  phase  in 
the  requirement  as  follows:  1.0  in 
calendar  year  (CY)  1991, 1.03  in  CY 1992, 
and  1.05  in  CY  1993. 

Several  commentors  expressed 
concerns  about  the  requirement  in 
paragraph  (d)  of  this  section  that  rates 
must  be  designed  to  achieve  the 
required  TIER  and  Debt  Service 
Coverage  (DSC)  levels  on  an  annual 
basis.  Concerns  were  raised  that 
unforeseen  events  such  as  ice  storms, 
hurricanes  or  tornadoes  could  reduce 
anticipated  revenues  and  margins  in  a 
given  year  and  result  in  defaults.  It  was 
also  argued  that  it  is  unnecessary  or 
unreasonable  to  routinely  require  all 
borrowers  to  design  rates  so  that  such 
unforeseen  events  in  a  single  year  will 
not  result  in  a  default  with  respect  to 
TIER  or  DSC. 

fai  light  of  these  concerns,  paragraph 
(d)  has  been  revised.  The  design  of  rates 
requirement  has  been  divided  into  two 
parts:  a  prospective  requirement  and  a 
retrospective  requirement.  As  in  the 
proposed  rule,  borrowers  will  be 
required  prospectively  to  design  and 


implement  rates  so  as  to  meet  the 
required  TIER  and  DSC  levels  on  an 
annual  basis.  However,  it  has  been 
made  clear  that  average  weather 
conditions  in  the  borrower’s  service 
territory  may  be  assumed  in  designing 
rates.  Average  weather  is  interpreted  as 
including  the  average  occurrence  of 
system  damage  and  outages  due  to 
storms,  but  not  the  rare  extreme 
outages.  Retrospectively,  the  average 
TIER  and  DSC  levels  actually  achieved 
by  a  borrower  in  the  two  best  years  out 
of  the  three  most  recent  calendar  years 
must  meet  the  required  levels.  This  is 
similar  to  the  current  mortgage 
requirement.  To  summarize,  REA  will 
expect  borrowers  to  design  and 
implement  rates  to  meet  TIER  and  DSC 
each  year,  but  recognizes  that  unusual 
unforeseen  events  may  prevent  TIER 
and  DSC  from  being  met  in  a  given  year. 

Concerns  were  also  raised  about  the 
provision  in  paragraph  (b)  of  this  section 
that  the  Administrator,  in  his  or  her  sole 
discretion,  could  raise  TIER  or  DSC 
requirements  to  ensure  loan  feasibility 
and  security  and  improve  the  credit 
worthiness  of  borrowers.  The 
commentors  felt  that  this  authority  was 
too  broad  and  that  general  increases  in 
TIER  or  DSC  requirements  should  be 
made  through  rulemaking.  Given  these 
concerns,  this  provision  has  been 
dropped. 

Concerns  were  also  expressed  about 
paragraph  (e)(1)  regarding  TIER  and 
DSC  requirements  for  the  advance  of 
funds.  This  paragraph  deals  with 
conditions  that  will  be  imposed  on  the 
advance  of  funds  for  a  new  loan  if  the 
borrower  has  failed  to  achieve  the 
required  TIER  and  DSC  levels  during  the 
calendar  year  or  latest  12  month  period 
inunediately  preceding  approval  of  the 
loan,  or  if  the  borrower’s  average  TIER 
or  DSC  for  the  2  best  years  of  the  most 
recent  3  years  was  below  the  required 
level.  The  latter  test  has  been  used  by 
REA  for  many  years,  but  the  latest 
calendar  year  or  12  month  period 
provision  was  a  new  proposal.  Some 
commentors  felt  that  there  was 
unnecessary  overlap  between  the  latest 
calendar  year  and  the  latest  12  month 
period,  and  that  this  would  cause 
confusion  as  to  what  standard  a 
borrower  would  have  to  meet.  Given 
these  concerns,  the  latest  calendar  year 
has  been  dropped. 

Some  commentors  suggested  that  if 
failure  to  meet  the  TIER  or  DSC 
requirements  of  paragraph  (e)(1)  were 
due  to  unusual  events  beyond  the 
borrower’s  control,  such  as  unusual 
weather,  system  outage  due  to  a  storm, 
or  regulatory  delay  iii  approving  rate 
increases,  then  remedial  action  by  the 
borrower  should  not  necessarily  be 


required.  REA  agrees  and  has  revised 
paragraph  (e)(1)  to  provide  for  a  waiver 
under  such  circumstances,  at  the 
Administrator’s  discretion.  This 
paragraph  has  also  been  amended  to 
make  it  clear  that,  in  addition  to 
demonstrating  that  TIER  and  DSC  will 
be  met,  it  must  also  be  demonstrated 
that  the  loan  will  be  repaid  within  the 
time  agreed. 

With  respect  to  paragraph  (e)(2),  some 
commentors  expressed  the  view  that, 
once  a  loan  is  approved,  REA  should  not 
impose  any  new  conditions  on  the 
advance  of  funds.  REA  disagrees  since  it 
is  required  by  law  to  ensure  that  all 
loans  are  feasible  and  will  be  repaid.  If 
a  borrower’s  circumstances  change  after 
a  loan  is  made  or  if  new  information 
becomes  available  indicating  that  the 
borrower  may  not  achieve  the  required 
TIER  and  DSC  levels,  then  REA  must 
have  the  authority  to  withhold  loan  fund 
advances  until  the  borrower  has  taken 
satisfactory  remedial  action.  Paragraph 
(e)(2)  does  not  provide  that  REA  will 
automatically  withhold  loan  advances 
until  the  borrower  takes  remedial 
action,  only  that  it  may  do  so. 

One  commentor  asked  for  clarification 
as  to  whether  borrowers  currently 
subject  to  a  blended  TIER  requirement 
because  they  provide  both  power  supply 
and  distribution  functions  will  continue 
to  be  subject  to  such  requirement.  The 
answer  is.  Yes.  Paragraph  (b)  has  been 
amended  to  explicitly  provide  for  a 
blended  TIER. 

Section  1710.115  Loan  Maturity 

A  question  was  asked  whether  a 
deferral  of  loan  payments  imder  section 
12  of  the  RE  Act  would  extend  the 
maturity  of  a  loan  beyond  its  original 
maturity.  REA  has  followed  a  policy  of 
not  extending  loan  maturity  for  loan 
payment  deferrals  made  under  section 
12  of  the  Act.  That  section  was 
redesignated  section  12(a)  by  an 
amendment  to  the  Act  in  1990  (104  Stat. 
3979),  and  a  new  paragraph  (b)  was 
added  on  loan  payment  deferrals  for 
rural  development.  The  existing  REA 
policy  not  to  extend  loan  maturities  will 
continue  for  deferrals  made  under  the 
amended  section  12(a)  of  the  Act. 
Deferrals  made  under  the  new  section 
12(b)  of  the  Act  for  niral  development 
purposes  will  be  addressed  in 
for^coming  regulations. 

Section  1710.116  Equity  Development 
Plan 

Several  comments  were  received  on 
this  section.  Several  commentors 
supported  the  need  to  develop  adequate 
equity  levels;  some  others  questioned 
this.  Most  commentors  suggested  that 
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greater  specificity  was  needed  as  to 
what  will  be  expected  of  borrowers. 

Several  commentors  pointed  out  that 
borrowers  with  relatively  low  equity 
could  not  be  expected  to  achieve  the 
target  levels  in  a  short  time.  REA 
understands  this  and  has  revised  the 
section  to  place  the  emphasis  on 
achieving  progress  during  a  10-year 
planning  cycle  toward  meeting  the 
equity  target. 

A  borrower’s  10-year  equity 
development  plan  will  be  expected  to 
show  reasonable  progress  toward 
achieving  the  equity  target  without 
raising  power  costs  or  retail  rates  for 
electricity  unreasonably,  placing  an 
unreasonable  burden  on  rate  payers,  or 
substantially  reducing  the  borrower's 
ability  to  compete  with  neighboring 
utilities  or  other  power  sources.  The 
amount  of  progress  to  be  made  during 
each  10-year  plan  will  be  determined 
individually  for  each  borrower  based  on 
the  economic  strength  of  the  borrower’s 
service  territory,  the  inherent  cost  of 
providing  service  to  the  territory,  the 
disparity  in  rates  between  the  borrower 
and  neighboring  utilities,  the  intensity  of 
competition  faced  by  the  borrower  from 
neighboring  utilities  and  other  energy 
sources,  and  the  relative  amount  of  new 
capital  investment  required  to  serve 
existing  or  new  loads.  REA  will 
determine  the  improvement  to  be  made 
under  each  plan,  case  by  case,  based  on 
these  factors  and  the  information  and 
recommendations  provided  by  the 
borrower.  It  is  recognized  that  more 
than  one  10-year  cycle  may  be  required 
to  achieve  the  equity  target. 

Several  commentors  suggested  that 
different  equity  levels  be  set  for  power 
supply  borrowers  than  for  distribution 
borrowers.  REA  agrees  that  equity 
targets  ought  to  be  different  for  power 
supply  borrowers  since  most  of  them 
would  be  starting  from  a  much  lower 
equity  level  than  the  typical  distribution 
borrower.  About  60  percent  of  power 
supply  borrowers  currently  have  less 
than  10  percent  equity,  while  nearly 
two-thinis  of  distribution  borrowers 
have  35  percent  or  more  equity. 

The  section  has  been  revised  to 
require  power  supply  borrowers  to  make 
reasonable  progress  toward  increasing 
their  equity  if  it  is  below  20  percent  of 
total  assets.  Once  that  level  is  reached, 
a  power  supply  borrower  would  be 
required  to  either  maintain  equity  of  20 
percent  or  continue  to  increase  equity, 
depending  on  the  borrower’s  particular 
financial  circumstances  and  needs. 

The  proposed  40  percent  target  for 
distribution  borrowers  has  not  been 
changed.  However,  a  provision  has  been 
added  to  this  section  whereby  the 
Administrator  may  set  a  lower  target  for 


individual  borrowers,  on  a  case  by  case 
basis,  if  the  higher  standard  target 
would  unreasonably  increase  power 
costs  or  retail  rates  for  electricity. 

Several  commentors  expressed 
concerns  that  raising  equity  too  fast 
would  cause  power  costs  and  retail 
rates  to  rise  unreasonably.  REA 
recognizes  that  this  is  a ‘potential 
problem  and  has  revised  the  section  to 
make  it  clear  that  the  schedule  selected 
for  increasing  equity  must  be  reasonable 
and  not  unreasonably  raise  power  costs 
or  retail  rates  or  substantially  reduce  a 
borrower’s  ability  to  compete  for  sales. 

Some  commentors  questioned  the 
basis  for  setting  40  percent  as  the 
minimum  equity  target.  This  level  for 
distribution  borrowers  is  based  on  the 
experience  of  REA  borrowers,  typical 
industry  standards,  and  the  long 
established  threshold  in  the  REA 
mortgage  for  determining  whether  REA 
approval  is  required  for  borrowers  to 
retire  capital  credits.  Forty-eight  percent 
of  distribution  borrowers  already  have 
an  equity  of  40  percent  or  more,  and  31 
percent  have  between  30  and  40  percent 
equity.  For  investor-owned  utilities, 
where  power  supply  and  distribution 
typically  are  integrated,  about  one-third 
have  an  equity  of  40  percent  or  more  of 
total  assets,  and  around  40  percent  have 
between  30  and  40  percent  equity.  Of  the 
municipal  systems,  many  of  which  have 
integrated  power  supply  and 
distribution  systems,  about  three-fourths 
have  an  equity  of  40  percent  or  more, 
and  some  5  percent  have  equity  of 
between  30  and  40  percent. 

Finally,  definitions  of  the  terms 
“equity"  and  “total  assets"  have  been 
added  to  §  1710.2.  The  standard 
deffnitions  used  traditionally  by  REA  for 
these  terms  have  been  adopted. 

Section  1710.119  Loan  Processing 
Priorities 

One  commentor  requested 
clarification  of  paragraph  (b)(4)  of  this 
section,  which  would  allow  priority 
based  on  other  objectives  of  the  RE  Act 
while  another  commentor  suggested  that 
it  be  deleted  because  it  was  too  broad. 
Given  these  concerns,  the  paragraph  has 
been  deleted  and  a  new  specific  priority 
has  been  added,  namely  the  correction 
of  serious  safety  problems. 

Section  1 710. 151  Required  Findings  for 
all  Loans 

One  commentor  suggested  that 
criteria  were  needed  in  paragraph  (b)  of 
this  section  to  determine  when  the 
Administrator  may  require  a  borrower 
to  demonstrate  that  its  loan  remains 
feasible.  This  has  been  done. 

One  commentor  questioned  the 
proposed  requirement  in  paragraph  (d) 


that  satisfactory  evidence  must  be 
provided  to  REA  that  funds  requested  to 
replace  interim  financing  are  necessary. 
This  phrase  was  included  to  reinforce 
the  requirement  set  forth  in  this 
paragraph  that  the  interim  financing 
must  have  been  used  for  purposes 
approved  by  REA.  The  intent  was  not  to 
impose  an  additional  requirement  on 
interim  financing  that  is  not  imposed  on 
most  other  REA  financing.  The  phrase 
has  been  dropped. 

Some  commentors  questioned  the 
requirement  in  paragraph  (f)  that 
borrowers  located  in  states  having 
jurisdiction  must  provide  satisfactory 
evidence  based  on  the  information 
available,  such  as  an  opinion  of  counsel, 
that  the  state  regulatory  authority  will 
not  prevent  the  borrower  from  obtaining 
sufficient  revenues  to  repay  REA’s  loans 
with  interest.  The  main  concern  was 
that  a  borrower  cannot  guarantee  what 
a  state  regulatory  authority  will  do 
about  allowing  facilities  in  the  rate  base 
or  otherwise  allowing  sufficient 
revenues  to  repay  the  borrower’s  debt. 

REA  understands  that  a  borrower 
cannot  guarantee  what  actions  a  state 
regulatory  authority  will  take.  What  is 
required  in  this  paragraph  is  that  the 
borrower  provide  the  best  evidence 
available  at  the  time  a  loan  request  is 
being  considered  by  REA  of  what  the 
state  authority  is  most  likely  to  do.  This 
can  be  based  on  state  law  and  the  rules 
and  policies  of  the  state  authority,  on 
precedents  in  other  similar  cases,  on 
statements  made  by  the  state  authority, 
on  any  assurances  given  to  the  borrower 
by  the  state  authority,  and  on  other 
relevant  information  and  experience. 
Paragraph  (f)  has  been  amended  to 
include  these  examples  of  the  types  of 
information  that  may  be  used  in 
providing  the  required  evidence. 

Subpart  E,  Power  Requiremenfs  Studies 

Sixty-one  commentors  made 
comments  about  the  proposed 
requirements  for  power  requirements 
studies  (PRSs).  Of  the  61  commentors.  39 
are  associated  with  a  single  large  power 
supply  borrower. 

Several  commentors  stated  that  the 
asset  level  of  $100  million  for 
determining  whether  a  power  supply 
borrower  would  have  to  prepare  and 
maintain  a  current  PRS  on  an  ongoing 
basis  was  too  low.  Several 
recommended  a  minimum  level  of  $300 
million,  while  others  recommended  that 
the  requirement  be  dropped  entirely. 
REA  has  decided  to  set  the  asset  level  at 
$300  million.  Borrowers  with  assets  of 
this  amount  or  more  have  adequate 
resources  to  maintain  mSs  on  an 
ongoing  basis.  They  account  for  over  90 
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percent  of  the  combined  total  assets  of 
power  supply  borrowers  and  about  the 
same  proportion  of  lending  activity. 

Several  commentors  felt  that  the 
requirement  that  this  group  of  large 
power  supply  borrowers  must  revise 
their  PRS  every  3  years  and  update  it 
every  year  is  too  burdensome.  REA 
disagrees  since  this  is  too  burdensome. 
REA  disagrees  since  this  is  typical 
practice  throughout  the  electric  utility 
industry.  Nevertheless,  the  subpart  has 
been  revised  to  provide  borrowers 
greater  flexibility  by  offering  them  two 
options:  Either  revise  the  PRS  every  3 
years  and  update  each  intervening  year, 
or  revise  the  PRS  every  other  year,  with 
no  intervening  update.  These  options 
reflect  the  practice  currently  followed 
by  several  power  supply  borrowers. 

The  rule  has  also  been  revised  to 
reduce  the  burden  on  those  borrowers 
that  are  not  required  to  maintain  a 
current  PRS  on  an  ongoing  basis  but 
who  must,  under  current  practice  and  as 
set  forth  in  the  proposed  rule,  provide  a 
current,  acceptable  PRS  in  support  of  a 
loan  application.  The  rule  has  been 
revised  so  that  a  PRS  is  required  from 
those  borrowers  only  if  the  loan  exceeds 
the  lesser  of  10  percent  of  total  utility 
plant  or  either  ^  million  for  a 
distribution  borrower  or  $25  million  for 
a  power  supply  borrower.  This  change 
will  reduce  the  burden  on  borrowers  in 
comparison  with  both  current 
requirements  and  the  proposed  rule. 

Several  commentors  opposed  the 
requirement  that  a  consumer  demand 
survey  must  be  conducted  at  least  every 
3  years  if  the  power  supply  borrower 
must  maintain  a  PRS  on  an  ongoing 
basis.  This  requirement  is  consistent 
with  typical  industry  practice  and 
remains  in  this  rule.  The  subpart  has 
been  amended,  however,  to  clarify  that 
the  survey  may  be  conducted  by 
aggregating  the  surveys  of  individual 
members  or  by  a  system-wide  sample, 
which  generally  requires  less 
coordination  and  is  less  expensive. 

Several  commentors  criticized 
§  1710.203(e)  as  giving  too  much 
discretion  to  REA  to  require  a  borrower 
to  prepare  a  PRS  if  required  to 
determine  loan  feasibility  or  if  required 
for  other  purposes,  including  the 
effective  administration  of  ^e  electric 
program.  The  latter  purpose  was 
especially  criticized  as  too  broad  and 
vague,  and  it  has  been  deleted  from  the 
rule. 

Several  commentors  criticized  the 
requirement  for  sensitivity  analyses  as 
being  too  broad  and  open  ended.  Given 
these  concerns,  S  1710J203(f)(6)  has  been 
revised  to  limit  the  number  of  scenarios 
that  must  be  analyzed  to  five.  To  further 
ease  the  burden  on  borrowers  and  allow 


them  time  to  gear  up  to  meet  this 
requirement,  it  will  not  be  put  into  effect 
until  January  1, 1993.  Similariy, 

§  1710.203  has  been  amended  to  give  a 
borrower  the  option  of  meeting  the 
requirements  of  S  1719.203(f),  with 
respect  to  what  must  be  included  in 
PRS,  or  corresponding  requirements  of 
REA  Bulletin  120-1,  if  its  PRS  was 
submitted  to  REA  for  approval  prior  to 
the  effective  date  of  this  rule,  or  if  its 
PRS  was  prepared  under  a  PRS  work 
plan  approved  by  REA  prior  to  said 
date. 

Subpart  F,  Construction  Work  Plans  and 
Related  Studies 

Several  conunents  were  received  on 
this  subpart.  They  are  addressed  below 
section  by  section. 

Section  1710.250  General 

A  question  was  raised  as  to  whether 
construction  work  plans  (CWPs)  must 
include  all  applicable  facilities  or  just 
those  for  whi^  REA  financing  wiU  be 
sought  All  facilities,  regardless  of  the 
source  of  financing,  must  be  included  in 
a  CWP.  Paragraph  (b)  of  this  section  has 
been  revised  to  make  this  clear. 

One  commentor  requested 
clarification  as  to  whether  the 
engineering  activities  required  by  this 
subpart  could  be  performed  by  either 
outside  consulting  engineers  or  in-house 
engineers  employed  by  the  borrower. 
Either  type  of  qualified  engineer  is 
acceptable,  and  the  section  has  been 
revised  :o  make  this  clear. 

Several  commentors  suggested  that 
REA  should  consult  with  the  borrower 
before  adjusting  the  cost  on  an  item 
included  in  the  CWP  when  the  cost  of 
the  item  is  in  dispute.  REA  agrees  and 
has  so  modified  paragraph  (e)  of  this 
section. 

One  commentor  requested 
clarification  as  to  whether  the  provision 
in  paragraph  (f)  of  this  section  that  REA 
approval  is  required,  prior  to  the  start  of 
construction,  also  applies  to 
amendments  of  a  CWP  to  change  the 
cost  estimates.  It  does  not.  It  applies 
only  to  approval  of  the  facilities 
included  in  the  CWP,  any  significant 
physical  changes  to  those  facilities,  and 
any  additions  of  facilities  to  the  CWP. 
The  paragraph  has  been  amended  to 
make  this  clear.  Moreover,  the  public  is 
reminded  that  there  has  been  no  change 
in  7  CFR  1721.1  as  to  advances  of 
insured  funds  being  limited  to  130 
percent  of  the  project  cost  estimate  on 
the  approved  REA  Form  740c. 

One  commentor  asked  whether  the 
costs  of  engineering,  environmental  and 
other  studies,  and  the  development  of 
plans  and  specifications  required  to 
support  the  constrocticm  of  facilities  are 


eligible  for  REA  financing.  They  are, 
subject  to  the  limitations  of  §  1710.106, 
provided  that  such  costs  are  capitalized 
as  part  of  the  cost  of  the  facilities. 
Sections  1710.251  and  1710.252  have 
been  revised  to  make  this  clear. 

Section  1710.252  Construction  Work 
Plans — Power  Supply  borrowers 

Some  commentors  objected  to  the 
requirement  that  power  supply 
borrowers  must  maintain  a  current  CWP 
for  distribution  and  transmission  plant 
and  for  any  improvements, 
replacements,  and  retirements  of 
generation  plant.  One  commentor  stated 
that  REA  did  not  have  the  resources  to 
review  and  approve  such  plans  on  a 
timely  basis. 

The  requirement  that  power  supply 
borrowers  maintain  and  receive  REA 
approval  of  a  current  CWP  for 
distribution  facilities  is  not  new,  having 
been  required  by  REA  for  many  years. 
The  new  CWP  requirement  for 
improvements,  replacements  and 
retirements  of  generation  plant  is 
needed  to  improve  the  coordination  of 
planning  for  these  investments  and  the 
financing  required.  REA  has  the  right 
under  the  R^  mortgage  to  approve 
borrower  investments  in  plant, 
regardless  of  the  source  of  financing. 

The  agency  has  sufficient  resources  to 
review  all  CWPs  on  a  hmely  basis  and 
does  not  anticipate  and  delays  in  this 
area. 

One  commentor  suggested  that 
sufficient  flexibility  be  provided  to 
allow  for  amendments  to  the  CWP  to 
deal  with  unforeseeable  circumstances. 
REA  agrees  that  reasonable  flexibility  is 
needed  to  allow  for  amendment  of  a 
CWP  as  circumstances  change. 
Paragraph  (h)  of  §  1710.250  provides  for 
the  amendment  of  a  CWP,  and  a  new 
paragraph  (g)  has  been  added  to 
§  1710.250  to  provide  greater  flexibility 
in  dealing  with  unforeseen  events. 

Section  1710.254  Alternative  Sources 
of  Power 

Several  commentors  expressed 
concern  about  the  ju'oposed  requirement 
that  applicants  for  a  loan  to  add 
generation  capacity  must  solicit 
proposals  on  a  national  basis  from 
independent  power  producers.  Some 
commentors  said  the  requirement  was 
too  far  reaching  while  others  said  it 
might  not  be  possible  to  transmit  power 
produced  by  a  distant  power  producer. 

This  requirement  applies  only  to  loans 
for  the  addition  of  generation  capacity, 
which,  as  been  clarified  in  §  1710.254(b) 
of  this  final  rule,  includes  the 
replacement  of  existing  capacity.  It  does 
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not  apply  to  separate  transmission 
facilities. 

The  intent  of  this  requirement,  set 
forth  in  renumbered  paragraph  (c)(2)  of 
this  section,  is  to  ensure  that  active 
consideration  is  given  to  the  possibility 
of  obtaining  the  needed  power  from  an 
independent  power  producer.  Such 
producers  often  operate  nation-wide, 
building  facilities  in  various  parts  of  the 
country  in  response  to  local  demands. 
Thus  the  concern  of  having  to  transmit 
power  long  distances  does  not  enter  the 
picture.  Nevertheless,  the  requirement 
has  been  modified  by  deleting  the 
reference  to  solicitation  on  a  national 
basis,  and  adding  that  the  solicitations 
must  be  placed  in  at  least  three  national 
newspapers  or  trade  publications. 
Renumbered  paragraph  (c)  of  this 
section  has  also  been  modified  to  make 
it  clear  that  consideration  of  alternative 
sources  of  power  and  energy  extends  to 
both  existing  and  new  alternative 
sources. 

Other  commentors  suggested  that  a 
minimum  megawatt  limit  be  established 
for  the  requirement  to  solicit  bids  from 
independent  power  producers.  REA 
agrees  and  has  modiRed  renumbered 
paragraph  (c)(2)  to  establish  a  minimum 
limit  of  10  megawatts  for  additions  of 
new  capacity  and  replacements  of 
existing  capacity.  Also,  in  the  case  of 
modification  of  an  existing  unit,  the 
solicitation  requirement  will  not  apply 
unless  the  modification  increases  the 
capacity  of  the  existing  unit  by  more 
than  10  percent. 

Several  commentors  expressed 
concern  that  renumbered  paragraph  (e) 
of  this  section  would  place  REA  in  the 
middle  of  negotiations  between  the 
borrower  and  the  power  supplier  and 
would  lead  to  inordinate  delays  in 
obtaining  REA  approval  of  construction 
or  power-purchase  contracts.  REA 
appreciates  these  concerns  and  has 
modified  the  paragraph  to  minimize  any 
such  unintended  results.  REA  does  not 
wish  to  impose  itself  into  the 
negotiations  between  the  borrower  and 
the  power  supplier.  The  intent  of  the 
first  sentence  of  renumbered  paragraph 
(e)  is  to  obtain  assurance  that  the 
borrower  has  met  the  requirements  of 
renumbered  paragraph  (d)  of  this  section 
regarding  the  evaluation  of  alternative 
proposals  before  the  borrower  proceeds 
to  final  negotiations  on  the  best 
acceptable  offers.  However,  REA  retains 
its  long-established  policy  of  granting 
approval  of  long-term  power  contracts 
and  similar  actions  only  when  the 
proposed  alternative  is  the  most 
economical  and  effective  alternative. 

As  to  the  process  possibly  resulting  in 
inordinate  delays  in  obtaining  REA 
approval  of  the  contracts  negotiated  by 


borrowers,  a  sentence  has  been  added 
indicating  that  the  Administrator  will 
approve  such  contracts  in  a  timely 
manner  if  the  borrower  has  met  all 
applicable  requirements  and  provided 
adequate  evidence  that  the  alternative 
selected  is  the  most  economical  and 
effective  alternative. 

One  commentor  also  objected  to  the 
requirement  that  all  construction  or 
power-purchase  contracts  either  be 
approved  in  advance  by  the 
Administrator  or  indicate  that  they  are 
not  valid  until  approved  by  the 
Administrator.  This  is  a  long-standing 
REA  requirement  exercised  through  loan 
contracts  and  mortgages.  It  has  been 
retained  in  the  final  rule  because 
construction  and  power-purchase 
contracts  have  a  major  effect  on  a 
borrower's  flnancial  condition  and  its 
ability  to  repay  its  loans  and  provide 
adequate  loan  security. 

A  commentor  also  questioned 
whether  REA  has  the  authority  to  deny 
a  loan  for  facilities  on  the  basis  that  one 
or  more  other  available  alternatives  are 
more  cost-effective  and  otherwise 
acceptable.  In  fact,  REA  has  exercised 
such  authority  since  at  least  1969  when 
REA  Bulletin  20-6  was  reissued.  This 
bulletin  was  cited  in  proposed 
paragraph  (f)  of  this  section 
(renumbered  paragraph  (g))  as  an 
additional  requirement  that  must  be  met. 
To  clarify  this  point,  the  requirements  of 
REA  Bulletin  20-6,  with  minor  editorial 
changes,  have  been  set  forth  in  a  new 
paragraph  (a)  of  this  section,  and  the 
reference  to  Bulletin  20-6  in  renumbered 
paragraph  (g)  has  been  deleted. 

Some  commentors  expressed  the 
concern  that  renumbered  paragraph  (f) 
of  this  section,  wherein  REA  may  make 
independent  inquiries  with  potential 
power  suppliers,  could  result  in 
interference  in  the  borrower’s  business 
and  undue  delays  in  obtaining  REA 
approval  of  projects.  Others  suggested 
that  any  information  obtained  by  REA 
should  be  shared  with  the  borrower. 

The  intent  of  this  provision  is  to  allow 
REA  to  become  better  informed  about 
potential  sources  of  power  so  that  it  can 
effectively  evaluate  whether  a  borrower 
has  met  the  requirements  of  renumbered 
paragraph  (c)  regarding  searching  out 
alternative  sources  of  power.  It  is  REA's 
intent  to  make  such  inquiries  informally 
from  time  to  time  to  keep  abreast  of 
market  developments,  as  well  as  on  a 
case-specific  basis  when  such 
information  may  be  needed  to  assure 
that  the  requirements  of  renumbered 
paragraph  (c)  have  been  met.  Such 
information  will  be  shared  with 
borrowers  upon  request,  and  the 
paragraph  has  been  modiHed  to  provide 
for  this,  as  well  as  to  make  clear  that  the 


intent  is  not  to  limit  REA’s  inquires  only 
to  speciRc  loan  applications. 

REA  does  not  believe  that  this 
provision  will  result  in  delays  in 
approving  a  borrower’s  request  for 
financing.  If  REA  suspects  that  a 
borrower  has  not  made  an  adequate 
effort  to  inquire  into  alternative  sources 
of  power,  any  independent  inquiry  made 
by  REA  would  be  made  in  a  timely 
manner  and  as  early  in  the  process  as 
feasible. 

Some  commentors  expressed 
concerns  that  the  requirements  of  this 
section  could  lead  to  delays  in  obtaining 
capacity  that  might  threaten  system 
reliability.  In  view  of  these  concerns,  a 
provision  has  been  added  to  this  section 
wherein  a  waiver  could  be  granted  for 
any  requirements  that  would  cause 
unreasonable  delays  that  might  threaten 
system  reliability.  A  waiver  provision 
has  also  been  added  to  §  1710.253. 

One  commentor  asked  whether  the 
solicitation  of  proposals  from 
independent  power  producers  under 
renumbered  paragraph  (c)(2)  is  meant  to 
be  a  separate  process  from  the 
solicitation  of  proposals  from  other 
potential  sources  of  power  under 
renumbered  paragraph  (c)(1).  The  two 
solicitations  may  be  combined,  although 
separate  solicitations  would  appear  to 
be  a  more  logical  approach. 

Subpart  G,  Long-Range  Financial 
Forecasts 

The  comments  received  on  this 
section  are  discussed  below  section  by 
section. 

Section  1710.300  General 

One  commentor  suggested  that  the 
provision  in  paragraph  (c)(12)  of  this 
section  that  requires  the  borrower  to 
analyze  its  historical  experience  in 
market  competitiveness  was  too  vague 
and  too  narrow  in  focus  and  may  not  be 
necessary  in  all  cases.  REA  agrees,  and 
has  revised  the  paragraph  to  require 
only  a  discussion  of  historical  market 
competitiveness  by  all  borrowers,  with 
the  proviso  that  further  data  and 
analysis  may  be  required  of  those 
borrowers  with  a  history  of  serious 
competitive  problems.  Also, 
consideration  of  factors  affecting 
competitiveness  has  been  expanded 
beyond  rates  charged  for  electricity. 

A  similar  criticism  was  made 
regarding  paragraph  (c)(13),  which 
required  an  analysis  of  the  effects  of 
projected  increases  in  rates  on  a 
borrower’s  future  competitiveness.  The 
requirement  has  been  modified  to 
include  other  factors  that  may  affect 
competitiveness  as  well  as  to  recognize 
that  the  competition  m.ay  be  with  other 
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fuels  as  well  as  with  neighboring 
utilities. 

One  commentor  objected  to  having  to 
report  assumptions  about  wage  rates  as 
provided  under  paragraph  (c)(8).  Wages 
are  an  important  component  of  cost,  and 
failure  to  take  escalation  in  wage  rates 
into  consideration  would  undermine  the 
value  of  the  Hnancial  forecast. 

Individual  rate  schedules  are  not 
required  to  be  reported,  only  the 
assumptions  made  about  the  average 
per  unit  cost  of  labor. 

Section  1710.302  Financial  Forecasts — 
Power  Supply  Borrowers. 

Some  commentors  questioned  the 
provision  in  paragraph  (d)  that  REA  may 
request  projections  for  a  period  longer 
than  10  years  if  it  is  deemed  necessary. 
REA  imderstands  that  financial 
projections  become  more  uncertain 
furAer  into  the  future,  but  believes  that 
there  may  be  some  circumstances  when 
a  projection  beyond  10  years  may  be 
helpful  in  assessing  the  feasibility  of  a 
loan  for  generation  or  transmission 
projects. 

Several  commentors  questioned  the 
value  of  the  requirement  in  this  section 
and  in  §  1710.303  that  sensitivity 
analyses  be  completed  of  the  major 
assumptions  used  in  the  forecast. 
Concern  was  also  expressed  that  the 
number  of  sensitivity  analyses  required 
may  be  unlimited  and  onerous  for 
borrowers. 

REA  appreciates  these  concerns  and 
has  no  intention  of  requiring  more 
sensitivity  analyses  than  a  prudent 
utility  or  lender  would  require  for 
similar  financial  forecasts.  It  would  not 
be  prudent  for  REA  to  lend  millions  of 
dollars  for  a  project  without  knowing 
how  the  financial  forecast  is  affected  by 
changing  important  assumptions.  In 
view  of  the  concerns  raised,  however, 
both  sections  have  been  modified  to 
make  it  clear  that  the  sensitivity 
analyses  required  will  be  limit^  to  a 
reasonable  range  of  assumptions.  In 
addition,  the  sections  have  been  revised 
to  limit  the  requirement  for  such 
sensitivity  analyses  to  cases  where  the 
financial  forecast  is  used  in  support  of  a 
loan  or  loan  guarantee  that  exceeds  the 
smaller  of  10  percent  of  the  borrower’s 
total  utility  plant  or  the  following  dollar 
amount:  $25  million  for  power  supply 
borrowers,  or  $3  million  for  distribution 
borrowers. 

Concerns  were  also  expressed  as  to 
whether  duplicative  sensitivity  analyses 
were  being  required  by  this  section  and 
§  1710.303.  In  response  to  these 
concerns,  { 1710.^(b)(4)  has  been 
amended  to  make  it  cl^r  that 
duplicative  smisidvity  analyses  are  not 
required. 


One  commentor  objected  to  the 
requirement  in  $  1710.302(d)(4)  that 
power  supply  borrowers  fu^sh  REA 
with  all  information  on  operating  and 
other  agreements  that  affect  costs.  The 
same  commentor  also  objected  to  the 
requirement  in  S  1710.302(e)  that  power 
supply  borrowers’  financial  forecasts 
must  be  coordinated  in  advance  with 
REA  as  to  major  assumptions  6md  other 
factors. 

Both  of  these  requirements  are  similar 
to  current  REA  practice.  To  allay 
concerns  that  imlimited  information 
about  agreements  could  be  required 
under  paragraph  (d)(4),  it  has  been 
modified  to  require  only  material 
information  determined  to  be  necessary 
by  REA  on  a  case  by  case  basis.  No 
change  has  been  made  to  paragraph  (e) 
of  this  section  because  R^  beUeves  the 
requirement  to  coordinate  in  advance  on 
major  aspects  of  the  financial 
projections  is  reasonable  and  necessary 
and  will  generally  save  borrowers  time 
and  resources  by  minimizing  the  need  to 
revise  analyses  later  in  the  process. 

One  commentor  asked  whether  the 
need  to  coordinate  in  advance  with  REA 
applies  to  all  financial  forecasts 
prepared  by  a  power  supply  borrower  or 
only  to  financial  forecasts  submitted  in 
support  of  a  loan  from  REA.  This  and 
the  other  requirements  of  this  section 
apply  only  to  financial  forecasts  used  in 
support  of  a  loan.  Paragraph  (a)  of  this 
section  has  been  modified  to  make  this 
clear. 

Section  1710.3(G  Power  Cost  Studies — 
Power  Supply  Borrowers 

A  question  was  raised  as  to  whether 
power  cost  studies  were  intended  to  be 
separate  studies  or  integrated  with  the 
financial  forecast.  These  studies  are 
usually  separate,  but  they  may  be 
integrated  with  the  financial  forecast. 
Paragraph  (a)  of  this  section  has  been 
amended  to  make  this  clear. 

A  concern  was  raised  that  the 
requirement  in  paragraph  (c)  of  this 
section  to  use  current.  REA-approved 
power  requirements  data  may  not  be 
consistent  vnth  sensitivity  analyses 
required  by  paragraph  (b)(4)  of  this 
section  that  may  involve  power  costs 
higher  or  lower  than  those  used  in  the 
REA-approved  power  requirements 
projections.  This  point  is  well  taken,  and 
paragraph  (c)  has  been  amended  to 
provide  that  alternative  assumptions 
about  future  power  requirements  may  be 
used  in  conjunction  with  the  sensitivity 
analyses. 

list  of  Subjects  in  7  Part  1710 

Administrative  practices  and 
procedures.  Electric  utilities. 


Guaranteed  loan  programs.  Insured  loan 
program.  Loan  programs. 

For  the  reasons  given  in  the  preamble, 
REA  amends  7  CFR  chapter  XVII  by 
adding  a  new  part  1710  to  read  as 
follows: 

PART  1710— GENERAL  AND  PRE¬ 
LOAN  POLICIES  AND  PROCEDURES 
COMMON  TO  INSURED  AND 
GUARANTEED  ELECTRIC  LOANS 

Subpart  A— General 

1710.1  General  statement. 

1710.2  Definitions  and  rules  of  construction. 

1710.3  Form  revisions. 

1710.4  Exception  authority. 

1710.5  Availability  of  forms. 

1710.6  Applicability  of  certain  provisions  to 
completed  loan  applications. 

1710.7-171049  (Reserved) 

Subpart  B— Typee  of  Loans  and  Loan 
Guarantees 

1710.50  Insured  loans. 

1710.51  Loan  guarantees. 

1710.52-1710.99  [Reserved] 

Subpart  C— Loan  Purposes  and  Basic 

rOfICIM* 

1710.100  General. 

1710.101  Types  of  eligible  borrowers. 

1710.102  Borrower  eligibility  for  different 
types  of  loans.  [Reserved] 

17iai03  Area  coverage. 

1710.104  Service  to  non4tE  Act 
beneficiaries. 

1710.1(e  State  regulatory  approvals. 

1710.106  Uses  of  loan  fimds. 

1710.107  Amount  lent  for  acquisitions. 

1710.108  Mergers  and  consolidations. 
1710.100  Reimbursement  of  general  funds 

and  interim  financing. 

1710.110  Supplemental  financing. 

1710.111  Refinancing. 

1710.112  Loan  feasiUlity. 

17iail3  Loan  security. 

17iail4  TIER  and  requirements. 

1710.115  Loan  maturity. 

1710.116  Equity  devel^ment  plaiL 
17iail7  Environmental  considerations. 

1710.118  Energy  ccmservation  and  land 
management 

1710.119  Loan  processing  priorities. 

1710.120  Constouction  standards  and 
contracting. 

1710.121  Insurance  requirements. 

1710.122  Equal  opportunity  and 
nondiscrimination. 

1710.123  Debarment  and  suspension. 

1710.124  Unifonn  relocation  act. 

1710.125  Restrictions  oa  lobbying. 

1710.126  Federal  debt  delinquency. 

1710.127  Ehug  free  workplace. 
1710.128-17iai49  [Reserved] 

Subpart  D  Baalc  Raquiramants  tor  Loan 
Approval 

1710.150  General. 

17iai51  Required  findings  for  all  loans. 

1710.152  Primary  support  documents. 

1710.153  Additional  requirements  and 
■  procedures. 

1710.154-17iai99  [Reserved] 
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Subpart  E-Power  Requirements  Studies 

1710.200  Purpose. 

1710.201  Requirement  to  prepare  a  PRS— 
power  supply  borrowers. 

1710.202  Requirements  to  prepare  a  PRS — 
distribution  borrowers. 

1710.203  Basic  policies  and  requirements  for 
a  PRS. 

1710.204  PRS  work  plan  requirements. 

1710.205  Basic  criteria  for  REA  approval  of 
a  PRS. 

1710.206  Waiver  of  borrower  requirements. 
1710.207-1710.249  [Reserved] 

Subpart  F— Construction  Work  Pians  and 
Reiated  Studies 

1710.250  General. 

1710.251  Construction  work  plans — 
distribution  borrowers. 

1710.252  Construction  work  plans — power 
supply  borrowers. 

1710.253  Engineering  and  cost  studies — 
addition  of  generation  capacity. 

1710.254  Alternative  sources  of  power. 
1710.255-1710.299  [Reserved] 

Subpart  G— Long^ange  Financial 
Forecasts 

1710.300  General 

1710.301  Financial  forecasts — distribution 
borrowers. 

1710.302  Financial  forecasts — ^power  supply 
borrowers. 

1710.303  Power  cost  studies — power  supply 
borrowers. 

1710.304-1710.349  [Reserved] 

Subpart  H— Credit  Support  of  Power  Supply 
Borrowers  [Reserved] 

Authority:  7  U.S.C.  901-050(b);  Public  Law 
99-591;  Delegation  of  Authority  by  the 
Secretary  of  Agriculture,  7  CFR  2.23; 
Delegation  of  Authority  by  the  Under 
Secretary  for  Small  Community  and  Rural 
Development  7  CFR  2.72. 

Subpart  A— General 

§  1710.1  General  statement 

(a)  This  part  establishes  general  and 
pre-loan  policies  and  requirements  that 
apply  to  both  insured  and  guaranteed 
loans  to  Hnance  the  construction  and 
improvement  of  electric  facilities  in  rural 
areas,  including  generation, 
transmission,  and  distribution  facilities. 

(b)  Additional  pre-loan  policies, 
procedures,  and  requirements  that  apply 
specifically  to  guaranteed  and/or 
insured  loans  are  set  forth  elsewhere: 

(1)  For  guaranteed  loans,  in  7  CFR 
part  1712  and  REA  Bulletins  20-2,  20-22, 
60-10,  86-3, 105-6, 111-3, 112-3,  and  145- 
1,  or  the  successors  to  these  bulletins; 
and 

(2)  For  insured  loans,  in  7  CFR  part 
1714  and  REA  Bulletins  20-2,  20-14,  60- 
10,  86-3, 105-5, 111-3, 112-3.  and  145-1, 
or  the  successors  to  these  bulletins. 

(c)  This  part  supersedes  those 
portions  of  the  following  REA  Bulletins 
and  supplements  that  are  in  conflict. 

20-2  Electric  Loan  Policies  snd  Application 
Procedures 


20-5  Extensions  of  Payments  of  Principal 
and  Interest 

20-6  Loans  for  Generation  and 
Transmission 

20-14  Supplemental  Financing  for  Loans 
Considered  Under  Section  4  of  the  Rural 
Electrification  Act 

20-20  Deferment  of  Principal  Repayments 
for  Investment  in  Supplemental  Lending 
Institutions 

20-22  Guarantee  of  Loans  for  Bulk  Power 
Supply  Facilities 

20-23  Section  12  Extensions  for  Energy 
Resources  Conservation  Loans 
60-10  Construction  Work  Plans,  Electric 
Distribution  Systems 
86-3  Headquarters  Facilities  for  Electric 
Borrowers 

105-5  Financial  Forecast — Electric 
Distribution  Systems 

111- 3  Power  Supply  Surveys 

112- 3  Area  Coverage  Service 

120-1  Development,  Approval,  and  Use  of 
Power  Requirements  Studies 
145-1  Development,  Approval,  and  Use  of 
Irrigation  Studies 

(d)  When  parts  1710, 1712,  and  1714 
are  published  in  final  form,  the  bulletins 
cited  in  paragraph  (b)  of  this  section  will 
be  rescinded,  in  whole  or  in  part,  or 
revised. 

§  1710.2  D«finition«  and  mles  of 
construction. 

(a]  Definitions.  For  the  purpose  of  this 
part,  the  following  terms  shall  have  the 
following  meanings: 

Administrator  means  the 
Administrator  of  REA  or  his  or  her 
designee. 

APRR  means  Average  Adjusted  Plant 
Revenue  Ratio  calculated  as  a  simple 
average  of  the  adjusted  plant  revenue 
ratios  for  1978, 1979  and  1980  as  follows: 

A+B 

APRR  = - 

C-D 


where: 

A = Distribution  (plant),  which  equals 
Part  E.  Line  14(e)  of  REA  Form  7; 

B= General  Plant,  which  equals  Part 
E,  Line  24(e)  of  REA  Form  7; 

C= Operating  Revenue  and  Patronage 
Capital,  which  equals  Part  A,  Line  1  of 
REA  Form  7;  and 

D=Cost  of  Power,  which  equals  the 
sum  of  Part  A,  Lines  2,  3,  and  4  of  REA 
Form  7. 

Area  Coverage  means  the  provision  of 
adequate  electric  service  to  the  widest 
practical  number  of  rural  users  in  the 
borrower's  service  area  during  the  life  of 
the  loan. 

Borrower  means  any  organization  that 
has  an  outstanding  loan  made  or 
guaranteed  by  REA  for  rural 
electrification,  or  that  is  seeking  such 
financing. 


Bulk  Transmission  Facilities  means 
the  transmission  facilities  connecting 
power  supply  facilities  to  the 
subtransmission  facilities,  including 
both  the  high  and  low  voltage  sides  of 
the  transformer  used  to  connect  to  the 
subtransmission  facilities,  as  well  as 
related  supervisory  control  and  data 
acquisition  systems. 

Consolidation  means  the  combination 
of  2  or  more  borrower  or  nonborrower 
organizations,  pursuant  to  state  law. 
into  a  new  successor  organization  that 
takes  over  the  assets  and  assumes  the 
liabilities  of  those  organizations. 

Distribution  Borrower  means  a 
borrower  that  sells  or  intends  to  sell 
electric  power  and  energy  at  retail  in 
rural  areas. 

Distribution  Facilities  means  all 
electrical  lines  and  related  facilities 
beginning  at  the  consumer’s  meter  base, 
and  continuing  back  to  and  including  the 
distribution  substation. 

DSC  means  Debt  Service  Coverage 
calculated  as: 

A+B+C 

DSC  = - 

C-D 


where: 

A = Depreciation  and  Amortization 
Expense,  which  equals  Part  A,  Line  12  of 
R^  Form  7  (distribution  borrowers)  or 
Section  A,  Line  20  of  REA  Form  12a 
(power  supply  borrowers): 

B= Interest  on  Long-term  Debt,  which 
equals  part  A,  Line  15  of  REA  Form  7  or 
Section  A  Line  22  of  REA  Form  12a 
except  that  Interest  on  Long-term  debt 
shall  be  increased  by  Vs  of  the  amount, 
if  any,  by  which  the  rentals  of  Restricted 
Property  (Part  M,  Line  3  of  REA  Form  7 
or  Section  K,  Line  4  or  REA  Form  12h) 
exceeds  2  percent  of  Total  Margins  and 
Equities  (Part  C,  Line  32  of  REA  Form  7 
or  Section  B,  Line  33  of  REA  Form  12a: 

C= Patronage  Capital  or  Margins, 
which  equals  Part  A,  Line  27  of  REA 
Form  7  or  Section  A,  Line  34  or  REA 
Form  12a;  and 

D  =  Debt  Service  Billed  (REA  -|- 
other)  which  equals  all  interest  and 
principal  billed  during  the  calendar  year 
plus  1/3  of  the  amount,  if  any,  by  which 
the  rentals  of  Restricted  Property  (Part 
M,  Line  3  of  REA  Form  7  or  Section  K, 
Line  4  of  REA  Form  12h)  exceeds  2 
percent  of  Total  Margins  and  Equities 
(Part  C,  Line  32  of  REA  Form  7  or 
Section  B,  Line  33  of  REA  Form  12A). 

Equity  means  total  margins  and 
equities,  which  equals  Part  C,  Line  32  of 
REA  Form  7  (distribution  borrowers)  or 
Section  B,  Line  33  of  REA  Form  12a 
(power  supply  borrowers). 
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Generation  Facilities  means  the 
generating  plant  and  related  facilities, 
including  the  building  containing  the 
plant,  all  fuel  handling  facilities,  and  the 
stepup  substation  used  to  convert  the 
generator  voltage  to  transmission 
voltage,  as  well  as  related  energy 
management  (dispatching)  systems. 

Insured  Loan  means  a  loan  made 
pursuant  to  Section  305  of  the  RE  Act, 
and  may  include  a  direct  loan  made 
under  Section  4  of  the  RE  Act. 

Loan  means  any  loan  made  or 
guaranteed  by  REA. 

Loan  Contract  means  the  agreement, 
as  amended,  supplemented,  or  restated 
from  time  to  time,  between  a  borrower 
and  REA  providing  for  loans  made  or 
guaranteed  pursuant  to  the  RE  Act. 

Loan  Feasibility  means  that  the 
borrower  has  the  capability  of  repaying 
the  loan  in  full  as  scheduled,  in 
accordance  with  the  terms  of  the 
mortgage,  note,  and  loan  contract. 

Loan  Guarantee  means  a  loan 
guarantee  made  by  REA  pursuant  to  the 
RE  Act. 

Loan  Period  means  the  period  of  time 
during  which  the  facilities  included  in  a 
loan  application  will  be  constructed.  It 
commences  with  the  date  shoivn  on 
page  1  of  REA  Form  740c,  Cost 
Estimates  and  Loan  Budget  for  Electric 
Borrowers.  The  loan  period  is  generally 
2  years  for  distribution  borrowers  and, 
except  in  the  case  of  a  loan  for  new 
generating  and  associated  transmissions 
facilities,  3  years  for  the  transmission 
facilities  and  improvements  or 
replacements  of  generation  facilities  of 
power  supply  borrowers.  The  loan 
period  for  new  generating  facilities  is 
determined  on  a  case  by  case  basis. 

Merger  means  the  combining, 
pursuant  to  state  law,  of  borrower  or 
nonborrower  organizations  into  an 
existing  survivor  organization  that  takes 
over  the  assets  and  assumes  the 
liabilities  of  the  merged  organizations. 

Mortgage  means  any  and  all 
instruments  creating  a  lien  on  or 
security  interest  in  the  borrower’s  assets 
in  connection  with  loans  or  guarantees 
under  the  RE  Act. 

Ordinary  Replacement  means 
replacing  one  or  more  units  of  plant, 
called  “retirement  units”,  with  similar 
units  when  made  necessary  by  normal 
wear  and  tear,  damage  beyond  repair,  or 
obsolescence  of  the  facilities. 

Power  Requirements  Study  (PRS) 
means  the  thorough  study  of  a 
borrower’s  electric  loads  and  the  factors 
that  affect  those  loads  in  order  to 
determine,  as  accurately  as  practicable, 
the  borrower’s  future  requirements  for 
energy  and  capacity. 

Power  Supply  Borrower  means  a 
borrower  that  sells  or  intends  to  sell 


facilities  to  improve  the  quality  of 
electric  service  or  to  increase  the 
quantity  of  electric  power  available  to 
RE  Act  beneficiaries. 

TIER  means  Times  Interest  Earned 
Ratio  calculated  as: 


electric  power  at  wholesale  to 
distribution  or  power  supply  borrowers 
pursuant  to  REA  wholesale  power 
contracts. 

PRR  means  Plant  Revenue  Ratio 
calculated  as: 

A 

PRR  = - 

B-C 


where: 

A  =  Total  Utility  Plant,  which  equals 
Part  C,  Line  3  of  REA  Form  7; 

B  =  Operating  Revenue  and 
Patronage  Capital,  which  equals  Part  A, 
Line  1  of  REA  Form  7;  and 

C  =  Cost  of  Power,  which  equals  the 
sum  of  Part  A,  Lines  2,  3,  and  4  of  REA 
Form  7. 

PRS  Work  Plan  means  the  plan  that 
sets  forth  the  resources,  methods, 
schedules,  and  milestones  to  be  used  in 
the  preparation  and  maintenance  of  a 
power  requirements  study, 

RE  Act  means  the  Rural 
Electrification  Act  of  1936,  as  amended 
(7  U.S.C.  901  et  seq.). 

RE  Act  Beneficiary  meSiViS  a  person, 
business,  or  other  entity  that  is  located 
in  a  rural  area  and  is  not  receiving 
adequate  central-station  electric  service, 
or  that  initially  received  central-station 
service  through  facilities  Hnanced  by 
REA,  or  successors  to  such  entities. 

REA  means  the  Rural  Electrification 
Administration,  an  agency  of  the  United 
States  Department  of  Agriculture. 

Retirement  Unit  means  a  substantial 
unit  of  property,  which  when  retired, 
with  or  without  being  replaced,  is 
accoimted  for  by  removing  its  book  cost 
from  the  plant  account. 

Rural  Area  means  any  area  of  the 
United  States,  its  territories  and 
possessions  (including  any  area  within 
the  Federated  States  of  Micronesia,  the 
Marshall  Islands,  and  the  Republic  of 
Palau)  not  included  within  the 
boundaries  of  any  incorporated  or 
unincorporated  city,  village  or  borough 
having  a  population  exceeding  1,500. 

The  population  Bgure  is  obtained  from 
the  most  recent  data  available,  such  as 
from  the  Bureau  of  the  Census  and  Rand 
McNally  and  Company.  For  purposes  of 
the  “rural  area”  definition,  the  character 
of  an  area  is  determined  as  of  the  time 
the  initial  loan  for  the  system  is  made. 

Subtransmission  Facilities  means  the 
transmission  facilities  that  connect  the 
high  voltage  side  of  the  distribution 
substation  to  the  low  voltage  side  of  the 
bulk  transmission  or  generating 
facilities,  as  well  as  related  supervisory 
control  and  data  acquisition  facilities. 

System  Improvement  means  the 
change  or  addition  to  eleictric  plant 


where: 

A  =  Interest  on  Long-Term  Debt, 
which  equals  Part  A,  Line  15  of  REA 
Form  7  (distribution  borrowers)  or 
Section  A  Line  22  of  REA  Form  12a 
(power  supply  borrowers),  except  that 
Interest  on  Long-Term  debt  shall  be 
increased  by  Vs  of  the  amount,  if  any,  by 
which  the  rentals  of  Restricted  Property 
(Part  M,  Line  3  of  REA  Form  7  or  Section 
K,  Line  4  of  REA  Form  12h)  exceeds  2 
percent  of  Total  Margins  and  Equities 
(Part  C,  Line  32  of  REA  Form  7  or 
Section  B,  Line  33  of  REA  Form  12a;  and 

B  =  Patronage  Capital  or  Margins, 
which  equals  Part  A,  Line  27  of  REA 
Form  7  or  Section  A,  Line  34  of  REA 
Form  12a. 

Total  Assets  means  Part  C,  Line  25  of 
REA  Form  7  (distribution  borrowers)  or 
Section  B,  Line  26  of  REA  Form  12a 
(power  supply  borrowers). 

Total  Utility  Plant  means  Part  C.  Line 
3  of  REA  Form  7  (distribution 
borrowers)  or  Section  B,  Line  3  of  REA 
Form  12a  (power  supply  borrowers). 

Transmission  Facilities  means  all 
electrical  lines  and  related  facilities, 
including  certain  substations,  used  to 
connect  the  distribution  facilities  to 
generation  facilities.  They  include  bulk 
transmission  and  subtransmission 
facilities. 

(b)  Rules  of  Construction.  Unless  the 
context  otherwise  indicates,  “includes” 
and  “including”  are  not  limiting,  and 
“or”  is  not  exclusive.  The  terms  defined 
in  paragraph  (a)  of  this  part  include  the 
plural  as  well  as  the  singular,  and  the 
singular  as  well  as  the  plural. 

§  1710.3  Form  revisions. 

References  in  this  part  to  REA  forms 
or  line  numbers  in  REA  forms  will  apply 
to  corresponding  information  in  future 
versions  of  the  forms. 

§  1710.4  Exception  authority. 

Consistent  with  the  RE  Act  and  other 
applicable  laws,  the  Administrator  may 
waive  or  reduce  any  requirement 
imposed  by  this  part  or  other  REA 
regulations  on  an  electric  borrower,  or  a 
lender  whose  loan  is  guaranteed  by 
REA,  if  the  Administrator  determines 
that  imposition  of  the  requirement 
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would  adversely  aRect  the 
Government's  financial  interest 

S  1710.5  Availability  of  fonna. 

Information  about  the  availability  of 
REA  forms  and  publications  cited  in  this 
part  is  available  from  Administrative 
Services  Division,  Rural  Electrification 
Administration,  United  States 
Department  of  Agriculture,  Washington, 
DC  20250-1500.  These  REA  forms  and 
publications  may  be  reproduced. 

§  1710.6  Applicability  of  certain  provisions 
to  completed  loan  ap^ications. 

(a)  Certain  new  or  revised  policies 
and  requirements  set  forth  in  this  part, 
which  are  listed  in  this  paragraph,  shall 
not  apply  to  a  pending  loan  application 
that  has  been  determined  by  REA  to  be 
complete  as  of  the  date  such  policies 
and  requirements  are  published  in  final 
form  in  the  Federal  Register.  This 
exception  does  not  apply  to  loan 
applications  received  after  said  vote, 
nor  to  incomplete  applications  pending 
as  of  said  date.  This  exception  applies 
only  to  the  following  provisions: 

(1)  Paragraph  1710.115(b) — ^with 
respect  to  limiting  loan  maturities  to  the 
expected  useful  life  of  the  facilities 
financed; 

(2)  Section  1710.116 — ^with  respect  to 
the  requirement  to  develop  and  follow 
an  equity  development  plan; 

(3)  Paragraph  1710.151(f) — ^with 
respect  to  the  borrower  providing 
satisfactory  evidence  that  a  state 
regulatory  authority  will  allow  the 
facilities  to  be  included  in  the  rate  base 
or  otherwise  allow  sufficient  revenues  to 
repay  the  loam 

(4)  Paragraphs  1710.250(b).  1710.251(a), 
and  1710JZ52(a) — with  respect  to  the 
requirement  that  improvements, 
replacements,  and  retirements  of 
generation  plant  be  included  in  a 
Construction  Work  Plan;  and 

(5)  Paragraph  1710.300(d)(5) — With 
respect  to  the  requirement  that  a 
borrower's  financial  forecast  include  a 
sensitivity  analysis  of  a  reasonable 
range  of  assumptions  for  each  of  the 
major  variables  in  the  forecast 

(b)  Certain  provisions  of  this  part 
apply  only  to  loans  made  on  or  after  the 
effective  date  of  this  rule.  These 
provisions  are  identified  in  the 
individual  sections  of  this  part. 

§§  1710.7-1710.49  [ResawMl] 

Subpart  B— Types  of  Loans  and  Loan 
Guarantees 

$1710.50  Insured  loans. 

REA  makes  insured  loans  under 
section  305  of  the  RE  Act  for  the 
extension  and  improvement  of  electric 


facilities  in  rural  areas.  Generally, 
insured  loans  are  made  for  distribution 
and  subtransmission  facilities,  including 
ordinary  replacements  and  warehouse 
and  garage  facilities,  and  in  the  case  of 
financial  hardship,  other  headquarters 
facilities,  general  plant  equipment,  and 
working  capital  if  required  for  the  initial 
operation  of  a  distribution  system. 

These  loans  are  made  for  a  term  of  up  to 
35  years,  and  the  standard  interest  rate 
is  5  percent  per  annum.  Under  certain 
circumstances,  as  set  forth  in  the  RE 
Act.  the  interest  rate  may  be  as  low  as  2 
percent  per  annum. 

$  1710.51  Loan  guarantees. 

REA  provides  financing  through  100 
percent  loan  guarantees  made  under 
sections  306  and  306A  of  the  RE  Act. 

REA  also  provides  90  percent  loan 
guarantee  under  sections  311  and  314  of 
the  RE  Act  to  enable  borrowers  to 
secure  financing  from  certain  private 
lenders.  The  loan  guarantees  are  made 
for  a  term  of  up  to  35  years,  and  the 
interest  rate  is  established  at  a  rate 
agreed  to  by  the  borrower  and  the 
lender,  with  REA  concurrence.  The 
guarantee  applies  to  the  repayment  of 
both  principal  and  interest. 

§§1710.52-1710.99  (Reserved] 

Subpart  C— Loan  Purposes  and  Baste 
Policies 

§1710.100  General. 

The  Rural  Electrification 
Administration  (REA)  makes  loans  and 
loan  guarantees  to  finance  the 
construction  of  electric  distribution, 
transmission  and  generation  facilities, 
including  system  improvements  and 
replacements,  required  to  provide 
adequate  electric  service  in  rural  areas. 
In  some  circumstances,  REA  may 
finance  selected  operating  expenses  of 
its  borrowers.  Loans  made  or 
guaranteed  by  the  Administrator  of  REA 
wiH  be  made  in  conformance  with  the 
Rural  Electrification  Act  of  1936,  as 
amended  (7  U.S..C.  901  et  seq.),  and  7 
CFR  chapter  XVII.  REA  provides  certain 
technical  assistance  to  borrowers  when 
necessary  to  aid  the  development  of 
rural  electric  service  and  to  protect  loan 
security. 

§  1710.101  Types  of  eligible  borrowers. 

(a)  REA  makes  loans  to  corporations, 
states,  territories,  and  subdivisions  and 
agencies  thereof;  municipalities; 
people's  utility  districts;  and 
cooperative,  nonprofit,  limited-dividend, 
or  mutual  associations  that  provide  or 
propose  to  provide: 

(1)  The  retail  electric  service  needs  of 
rural  areas,  or  - 


(2)  The  power  supply  needs  of 
distribution  borrowers  under  the  terms 
of  power  supply  arrangements 
satisfactory  to  REA. 

(b)  In  making  loans,  REA  gives 
preference  to  states,  territories,  and 
subdivisions  and  agencies  thereof; 
municipalities;  people's  utility  districts; 
and  cooperative,  nonprofit,  or  limited- 
dividend  associations.  REA  does  not 
make  loans  to  individual  consumers. 

(c)  Former  borrowers  that  have  paid 
off  all  outstanding  loans  may  reapply  for 
a  loan  to  serve  RE  Act  beneficiary  loans 
accruing  from  the  time  the  former 
borrower's  complete  loan  application  is 
received  by  REA.  The  determination  of 
whether  an  area  is  rural  will  be  based 
on  the  population  of  the  area  at  the  time 
of  the  reapplication  for  a  loan,  if  the 
area  is  not  served  by  electric  facilities 
financed  by  REA.  If  the  area  is  served 
by  electric  facilities  financed  by  REA, 
the  original  rural  classification  of  the 
area  will  apply. 

(d)  Former  borrowers  that  have 
prepaid  all  then  outstanding  insured  and 
direct  loans  in  accordance  with  section 
306B  of  the  RE  Act  must  comply  with  the 
provisions  of  7  CFR  Part  1786  before 
being  considered  eligible  to  borrow 
additional  funds  from  REA. 

§  1710.102  BofTOwer  eligibility  for 
different  types  of  loans.  [Reserved] 

§  1710.103  Area  coverage. 

(a)  Borrowers  shall  make  a  diligent 
effort  to  extend  electric  service  to  all 
unserved  persons  within  their  service 
area  who: 

(1)  Desire  electric  service;  and 

(2)  Meet  all  reasonable  requirements 
established  by  the  borrower  as  a 
condition  of  service. 

(b)  If  economically  feasible  and 
reasonable  considering  the  cost  of 
providing  such  service  and/or  the 
effects  on  all  consumers'  rates,  such 
service  shall  be  provided,  to  the 
maximum  extent  practicable,  at  the 
rates  and  minimum  charges  established 
in  the  borrower's  rate  schedules, 
without  the  payment  by  such  persons, 
other  than  seasonal  or  temporary 
consumers,  of  a  contribution  in  aid  of 
construction.  The  loan  contract  shall 
contain  provisions  to  this  effect.  A 
seasonal  consumer  is  one  that  demands 
electric  service  only  during  certain 
seasons  of  the  year.  A  temporary 
consumer  is  a  seasonal  or  year-round 
consumer  that  demands  electric  service 
over  a  period  of  less  than  five  years. 

(c)  Borrowers  may  assess 
contributions  in  aid  of  construction 
provided  such  assessments  are 
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consistent  with  the  policy  set  forth  in 
this  section. 

§1710.104  Service  to  Non-RE  Act 
beneficiaries. 

(a)  To  the  greatest  extent  practical, 
loans  are  limited  to  providing  electric 
facilities  that  serve  RE  Act  beneficiaries. 
When  it  is  determined  by  the 
Administrator  to  be  necessary  in  order 
to  furnish  or  improve  electric  service  in 
rural  areas,  loans  may  be  made  to 
finance  electric  facilities  that  will  also 
serve  consumers  in  nonniral  areas,  or 
consumers  in  rural  areas  who  are 
already  receiving  adequate  central 
station  service. 

(b)  Loan  funds  may  be  approved  for 
facilities  to  serve  non-RE  Act 
beneficiaries  only  if: 

(1)  The  primary  purpose  of  the  loan  is 
to  furnish  or  improve  service  for  RE  Act 
beneficiaries;  and 

(2)  The  use  of  loan  funds  to  serve  non- 
RE  Act  beneficiaries  is  necessary  and 
incidental  to  the  primary  purposes  of  the 
loan. 

(c)  The  determination  whether 
adequate  central  station  service  is  being 
provided  in  a  rural  area  will  be  made  by 
the  Administrator  on  a  case  by  case 
basis.  It  will  be  based  on  current  normal 
standards  for  electric  service,  taking 
factors  such  as  the  following  into 
consideration: 

(1)  The  continuity  of  service; 

(2)  Voltage  and  frequency  regulation; 

(3)  The  age  and  condition  of  the 
existing  electric  facilities; 

(4}  The  adequacy  of  capacity  to  meet 
the  requirements  of  existing  consumers; 
and 

(5)  The  ability  of  existing  consumers 
to  use  modem  electric  appliances 
efficiently  under  the  existing  service. 

§  1710.105  State  regulatory  approvals. 

(a)  In  states  where  a  borrower  is 
required  to  obtain  approval  of  a  project 
or  its  financing  from  a  state  regulatory 
authority,  REA  may  require  that  such 
approvals  be  obtained,  if  feasible  for  the 
borrower  to  do  so,  before  the  following 
types  of  loans  are  approved  by  REA: 

(1)  Loans  requiring  an  Environmental 
Impact  Statement;  and 

(2)  Loans  to  finance  generation  and 
transmission  facilities,  when  the  loan 
request  for  such  facilities  is  $25  million 
or  more. 

(b)  At  minimum,  in  the  case  of  all 
loans  in  states  where  state  regulatory 
approval  is  required  of  the  project  or  its 
financing,  such  state  approvals  will  be 
required  before  loan  funds  are 
advanced. 

(c)  In  case  where  state  regulatory 
authority  approval  has  been  obtained, 
but  the  borrower  has  failed  to  proceed 


with  the  project  in  a  timely  manner 
according  to  the  schedule  contained  in 
the  borrower’s  project  design  manual,  or 
if  there  are  cost  oveiruns  or  other 
developments  that  threaten  loan 
feasibility  or  security,  REA  may  require 
the  borrower  to  obtain  a  reaffirmation  of 
the  project  and  its  financing  from  the 
state  authority  before  any  additional 
loan  funds  are  advanced. 

§  1710.106  Uses  of  loan  funds. 

(a)  REA  loan  funds  may  be  used  to 
finance; 

(1)  Distribution  facilities,  (i)  The 
construction  of  new  distribution 
facilities  or  systems  and  the  cost  of 
system  improvements  and  removals, 
less  salvage  value,  needed  to  meet  load 
growth  requirements  or  improve  the 
quality  of  service. 

(ii)  The  purchase,  rehabilitation  and 
integration  of  existing  distribution 
facilities  and  associated  service 
territory  when  the  acquisition  is  an 
incidental  and  necessary  means  of 
providing  or  improving  service  to 
persons  in  rural  areas  who  are  not 
receiving  adequate  central  station 
service,  and  the  borrower  is  unable  to 
finance  the  acquisition  from  other 
sources.  See  §  1710.107. 

(2)  Transmission  and  generation 
facilities,  (i)  The  construction  of  new 
transmission  and  generation  facilities  or 
systems  and  the  cost  of  system 
improvements  and  removals,  less 
salvage  value,  needed  to  meet  load 
grow&  and  improve  the  quality  of 
service. 

(ii)  The  purchase  of  an  ownership 
interest  in  new  or  existing  transmission 
or  generation  facilities  to  serve  RE  Act 
beneficiaries. 

(3)  Ordinary  plant  replacements.  The 
excess  of  the  total  cost  of  ordinary 
replacements  over  the  original  cost  of 
the  facilities  being  replaced,  unless 
financing  of  the  total  cost  is  specifically 
authorized  by  the  Administrator. 

(4)  Warehouse  and  garage  facilities. 
The  purchase,  remodeling,  or 
construction  of  warehouse  and  garage 
facilities  required  for  the  operation  of  a 
borrower's  system.  See  paragraph  (b)  of 
this  section. 

(5)  Interest.  The  payment  of  interest 
on  indebtedness  incurred  by  a  borrower 
to  finance  the  construction  of  generation 
and  transmission  facilities  during  the 
period  preceding  the  date  such  facilities 
are  placed  into  service,  if  requested  by 
the  borrower  and  found  necessary  by 
REA. 

(b)  In  cases  of  financial  hardship,  as 
determined  by  the  Administrator,  loans 
may  also  be  made  to  finance  the 
following  items: 


(1)  The  headquarters  office  and  other 
headquarters  facilities  in  addition  to 
those  cited  in  paragraph  (a)(4)  of  this 
section; 

(2)  General  plant  equipment,  including 
furniture,  office,  transportation,  data 
processing  and  other  work  equipment; 
and 

(3)  Working  capital  required  for  the 
initial  operation  of  a  new  system. 

(c)  REA  will  not  make  loans  to  finance 
the  following  items: 

(1)  Electric  facilities,  equipment, 
appliances,  or  wiring  located  inside  the 
premises  of  the  consumer,  except  certain 
load-management  equipment; 

(2)  Facilities  to  serve  consumers  who 
are  not  beneficiaries  of  the  RE  Act 
unless  those  facilities  are  necessary  and 
incidental  to  providing  or  improving 
electric  service  in  rural  areas  (See 

S  1710.104);  and 

(3)  Any  facilities  that  a  state 
regulatory  authority  having  jurisdiction 
will  not  approve  for  inclusion  in  the 
borrower’s  rate  base,  or  will  not 
otherwise  allow  rates  sufficient  to  repay 
with  interest  the  debt  incurred  for  the 
facilities. 

(d)  To  make  optimal  use  of  available 
loan  funds  in  furthering  the  purposes  of 
the  RE  Act,  the  amount  lent  to  any  one 
borrower  in  a  given  year  may  be  limited 
to  less  than  the  total  amount  eligible  for 
REA  financing,  taking  into  consideration 
the  amount  of  loan  funds  available  and 
the  size  of  REA’s  loan  application 
inventory.  Such  limitation  will  not  be 
imposed  unless  the  amount  authorized 
for  lending  in  a  given  year  is 
substantially  less,  as  determined  by  the 
Administrator,  than  the  amount  of 
eligible  loan  funds  requested.  Such 
reductions  will  be  made  on  an  equal 
proportion  basis  for  all  applicants  based 
on  the  amount  of  funds  for  which  an 
applicant  is  eligible.  The  portion  of  a 
request  for  which  a  borrower  is  eligible 
that  is  not  loaned  in  one  year  will  be 
eligible  for  a  loan  in  subsequent  years, 
provided  that  a  resolution  is  submitted 
to  REA  by  the  borrower’s  board  of 
directors  certifying  that  the  funds  are 
still  needed  to  complete  purposes 
contained  in  the  original  loan 
application. 

§  1710.107  Amount  loot  for  acquisition*. 

The  maximum  amount  that  will  be 
lent  for  an  acquisition  is  limited  to  the 
value  of  the  property,  as  determined  by 
REA.  If  the  acquisition  price  exceeds 
this  amount,  the  borrower  shall  provide 
the  remainder  without  REA  financial 
assistance. 
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§  1710.108  Mergers  and  consolidations. 

(a)  REA  encourages  its  borrowers  to 
consider  merging  or  consolidating  with 
another  electric  borrower  when  such 
action  will  contribute  to  greater 
operating  efHciency  and  financial 
soundness. 

(b)  After  a  merger  or  consolidation, 
REA  will  give  priority  consideration  per 
§  1710.119  to  the  processing  of  loans  for 
the  surviving  system  to  finance  the 
integration  and  rehabilitation  of  electric 
facilities,  if  necessary,  and  the 
improvement  or  extension  of  electric 
service  in  rural  areas.  Such  priority 
consideration  will  also  be  given  in  the 
case  of  a  borrower  that  has  merged  or 
consolidated  with  an  electric  system 
that  has  not  previously  received  REA 
financial  assistance,  if  such  system  was 
serving  primarily  rural  residents  at  the 
time  of  the  merger  or  consolidation  and 
such  rural  residents  will  continue  to  be 
served  by  the  merged  or  consolidated 
system.  REA  does  not  make  loans  for 
costs  incurred  in  effectuating  mergers  or 
consolidations,  such  as  legal  expenses 
or  feasibility  study  costs. 

§  1710.109  Reimbursement  of  general 
funds  and  Interim  financing. 

(a)  Borrowers  may  request  that  a  loan 
include  funds  to  reimburse  general  funds 
and/or  replace  interim  financing  used  to 
finance  equipment  and  facilities  that 
were  included  in  an  REA-approved 
construction  work  plan,  work  plan 
amendment  or  other  REA-approved 
plan,  and  for  which  loan  funds  have  not 
been  provided  by  REA.  Such 
reimbursement  and/or  replacement  of 
interim  financing  may  include  the  direct 
costs  of  procurement  and  construction, 
as  well  as  the  related  cost  of 
engineering,  architectural, 
environmental  and  other  studies  and 
plans  needed  to  support  the  project, 
when  such  cost  is  capitalized  as  part  of 
the  cost  of  the  facilities. 

(b)  If  procurement  and/or 
construction  of  the  equipment  and 
facilities  was  completed  prior  to  the 
current  loan  period,  reimbursement, 
including  replacement  of  interim 
financing,  will  be  limited,  except  in 
cases  of  extreme  financial  hardship  as 
determined  by  the  Administrator,  to  the 
cost  of  procurement  and  construction 
completed  during  the  period 
immediately  preceding  the  current  loan 
period,  as  specified  in  paragraph  (c)  of 
this  section.  As  defined  in  §  1710.2,  the 
loan  period  begins  on  the  date  shown  on 
page  1  of  REA  Form  740c,  Cost 
Estimates  and  Loan  Budget  for  Electric 
Borrowers. 

(c)  The  period  immediately  preceding 
the  current  loan  period  for  which 
reimbursement  and  replacement  of 


interim  financing  is  authorized  under 
paragraph  (b)  of  this  section  is  as 
follows: 

(1)  The  number  of  months  agreed  to 
by  REA  and  the  borrower  for  complete 
loan  applications  received  by  REA 
before  ^e  effective  date  of  this  rule; 

(2)  36  months  for  complete  loan 
applications  received  on  or  up  to  one 
year  after  the  effective  date  of  this  rule: 
or 

(3)  24  months  for  complete  loan 
applications  received  one  or  more  years 
after  the  effective  date  of  this  rule. 

(d)  If  the  reimbursement  of  general 
funds  and/or  replacement  of  interim 
ftnancing  is  for  approved  expenditures 
for  equipment  and  facilities  whose 
procurement  and/or  construction  is 
completed  during  the  current  loan 
period,  the  time  limits  of  paragraph  (c) 
of  this  section  do  not  apply. 

§  1710.110  Supplemental  financing. 

(a)  Except  in  cases  of  financial 
hardship,  as  determined  by  the 
Administrator,  applicants  for  an  insured 
loan  will  be  required  to  obtain  a  portion 
of  their  loan  funds  from  a  supplemental 
source  without  an  REA  guarantee,  in  the 
amounts  set  forth  in  paragraph  (c)  of  this 
section.  REA  will  consider  granting  a 
lien  accommodation  to  the  supplemental 
lender.  REA  does  not  require 
supplemental  financing  in  conjunction 
with  an  REA  guaranteed  loan.  However, 
if  a  borrower  elects  to  obtain 
supplemental  ftnancing  in  conjunction 
with  a  guaranteed  loan,  the  granting  of 
REA's  loan  guarantee  may  be 
conditioned  on  the  borrower's 
acquisition  of  the  supplemental 
financing. 

(b)  The  terms  and  conditions  of 
supplemental  financing  and  any  security 
offered  to  the  supplemental  lender  are 
subject  to  REA  approval.  Generally, 
supplemental  loans  must  bear  the  same 
maturity  and  be  amortized  in  the  same 
manner  as  REA  loans  made 
concurrently.  Borrowers  may  elect  to 
repay  the  loans  either  in  substantially 
equal  periodic  installments  covering 
interest  and  principal,  or  in  periodic 
installments  that  include  interest  and 
level  amortization  of  principal. 

(c)  Supplemental  financing  required 
far  insured  loans.— ^1)  Distribution 
borrowers. 

(i)  Distribution  borro«ver8  that  had,  as 
of  December  31, 1980.  an  average 
consumer  density  of  2  or  fewer 
consumers  per  mile  or  an  average 
adjusted  plant  revenue  ratio  (APRR),  as 
deftned  in  §  1710.2,  of  over  9.0  shall 
obtain  supplemental  ftnancing  equal  to 
10  percent  of  their  loan  request. 

(ii)  All  other  distribution  borrowers 
must  obtain  supplemental  ftnancing 


based  on  their  plant  revenue  ratio  (PRR), 
as  follows: 

Supple¬ 


mental 

PRR  loan 

percent¬ 
age 

9.00  and  above . — - - — .  10 

8.01—8.99 .  20 

8.00  and  below . . .  30 


(2)  Power  supply  borrowers.  The 
supplemental  loan  proportion  required 
of  a  power  supply  borrower  is  based  on 
the  simple  arithmetic  mean  of  the 
supplemental  loan  proportions  required 
of  the  borrower's  distribution  members. 

§1710.111  Refinancing. 

(a)  REA  makes  loans  or  loan 
guarantees  to  refinance  the  outstanding 
indebtedness  of  borrowers  in  the 
following  cases: 

(1]  Loans  or  loan  guarantees  to 
refinance  long-term  debt  owed  by 
borrowers  to  the  Tennessee  Valley 
Authority  for  credit  extended  under  the 
terms  of  the  Tennessee  Valley  Authority 
Act  of  1933,  as  amended. 

(2)  Loan  guarantees  made  in 
accordance  with  the  provisions  of 
section  306A  of  the  RE  Act  to  prepay  a 
loan  (or  any  loan  advance  thereunder) 
made  by  the  Federal  Financing  Bank. 

(b)  In  certain  circumstances.  REA  may 
make  a  loan  to  replace  interim  financing 
obtained  for  the  construction  of  facilities 
(See  §  1710.109). 

§1710.112  Loan  feasibility. 

(a)  REA  will  make  a  loan  only  if  there 
is  reasonable  assurance  that  the  loan, 
together  with  all  outstanding  loans  and 
other  obligations  of  the  borrower,  will 
be  repaid  in  full  as  scheduled,  in 
accordance  with  the  mortgage,  notes, 
and  loan  contracts.  The  borrower  must 
provide  evidence  satisfactory  to  the 
Administrator  that  the  loan  will  be 
repaid  in  full  as  scheduled,  and  that  all 
other  obligations  of  the  borrower  will  be 
met. 

(b)  Based  on  evidence  submitted  by 
the  Irarrower  and  other  information, 
REA  will  use  the  following  criteria  to 
evaluate  loan  feasibility: 

(1)  Projections  of  power  requirements, 
rates,  revenues,  expenses,  margins,  and 
other  factors  for  the  present  system  and 
proposed  additions  are  based  on 
reasonable  assumptions  and  adequate 
supporting  data  and  analysis,  including 
analysis  of  a  range  of  assumptions  for 
the  significant  variables,  when  required 
by  §  1710.300(d)(5). 

(2)  Projected  revenues  &t>m  the  rates 
proposed  by  the  borrower  are  adequate 
to  meet  the  required  TIER  and  DSC 
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ratios  based  on  the  borrower’s  total 
costs,  including  the  projected  maximum 
debt  service  cost  of  the  new  loan. 

(3)  The  economics  of  the  borrower's 
operations  and  service  area  are  such 
that  consumers  can  reasonably  be 
expected  to  pay  the  proposed  rates 
required  to  cover  all  expenses  and  meet 
REA  TIER  and  DSC  requirements,  and 
the  borrower  can  reasonably  compete 
with  other  utilities  and  other  energy 
sources  to  prevent  substantial  loan  loss 
while  providing  satisfactory  service  to 
its  consumers. 

(4)  Risks  of  possible  loss  of 
substantial  loads  hrom  large  consumers 
or  from  load  concentrations  in  particular 
industries  will  not  substantially  impair 
loan  feasibility. 

(5)  Risks  of  loss  of  portions  of  the 
borrower’s  service  territory  from 
annexation  or  other  causes  will  not 
substantially  impair  loan  feasibility.  If 
there  appears  to  be  a  substantial  risk, 
REA  may  require  additional  information 
from  the  borrower,  such  as  a  summary 
and  analysis  of  the  risk  by  the  borrower; 
state,  county  or  local  plaiming  reports 
having  information  on  projected  growth 
nr  expansion  plans  of  local 
communities;  annexation  plans  of  the 
municipalities  in  question;  and  any  other 
relevant  information. 

(6J  In  states  where  rates  or  investment 
decisions  are  subject  to  approval  by 
state  regulatory  authorities,  there  is 
reasonable  expectation  that  such 
approvals  will  be  forthcoming  to  enable 
repayment  of  the  loan  in  full  according 
to  its  terms. 

(7)  The  experience  and  performance 
of  the  system’s  management  is 
acceptable. 

(8)  In  the  case  of  joint  ventures,  the 
borrower  has  sufficient  management 
control  or  other  contractual  safeguards 
with  respect  to  the  construction  and 
operation  of  the  jointly  owned  facility  to 
ensure  that  the  borrower’s  interest  are 
protected  and  the  credit  risk  is 
minimized. 

(9)  The  borrower  has  implemented 
adequate  financial  and  management 
controls  and  there  are  and  have  been  no 
significant  financial  or  other 
irregularities. 

§1710.113  LomaMurity. 

(a)  REA  makes  loans  only  if.  in  the 
judgment  of  the  Administrator,  the 
security  therefor  is  reasonably  adequate 
and  the  loan  will  be  repaid  according  to 
its  terms  within  the  time  agreed. 

(b)  REA  generally  requires  that 
borrowers  provide  it  with  a  first  lien  on 
all  of  the  borrower’s  real  and  personal 
property,  including  intangible  personal 
property  and  any  property  acquired 
after  the  date  of  the  loan.  This  lien  shall 


bejn  the  form  of  a  mortgage  by  the 
borrower  to  the  Government  or  a  deed 
of  trust  between  the  borrower  and  a 
trustee  satisfactory  to  the  Administrator, 
together  with  such  security  documents 
as  REA  may  deem  necessary  in  a 
particular  case. 

(c)  When  a  borrower  is  unable  by 
reason  of  preexisting  encumbrances,  or 
otherwise,  to  furnish  a  first  mortgage 
lien  on  its  entire  system  the 
Administrator  may  accept  other  forms  of 
security,  such  as  a  pledge  of  revenues,  if 
he  or  she  determines  such  security  is 
reasonably  adequate  and  the  form  and 
nature  thereof  is  otherwise  acceptable. 

(d}  In  the  case  of  loans  that  include 
the  financing  of  electric  facilities  that 
are  operated  as  an  integral  component 
of  a  non-REA  financed  system  (such  as 
generation  and  transmission  facilities 
co-owned  with  other  electric  utilities), 
the  borrower  shall,  in  addition  to  the 
mortgage  lien  on  all  of  the  borrower’s 
electric  facilities,  furnish  adequate 
assurance,  in  the  form  of  contractual  or 
other  security  arrangements,  that  the 
system  will  be  operated  on  an  efficient 
and  continuous  basis.  Satisfactory 
evidence  must  also  be  provided  that  the 
non-REA  financed  system  is  financially 
sound  and  under  capable  management 
Examples  of  such  evidence  include 
financial  reports,  annual  reports. 

Security  and  Exchange  Commission  lOK 
reports  if  the  system  is  required  to  file 
them,  credit  reports  from  Standard  and 
Poor’s,  Moodys  or  other  recognized 
sources,  reports  to  state  regulatory 
authorities  and  the  Federal  Energy 
Regulatory  Commission,  and  evidence  of 
a  successful  track  record  in  related 
construction  projects. 

(e)  Additional  controls  on  the 
borrower’s  financial,  investment  and 
managerial  activities  appear  in  the  loan 
contract  and  mortgage  required  by  REA. 

§1710.114  TIER  and  DSC  requirements. 

(a)  General.  TIER  and  DSC 
requirements  are  set  forth  in  the 
borrower’s  mortgage,  loan  contract,  or 
other  contractual  agreements  with  REA. 
The  requirements  set  forth  in  this 
section  apply  to  borrowers  that  receive 
a  loan  after  the  effective  date  of  this 
rule.  Nothing  in  this  section,  however, 
shall  reduce  the  TIER  or  DSC 
requirements  of  a  borrower  that  has 
contractually  agreed  with  REA  to  a 
higher  requirement. 

(b)  TIER  and  DSC  levels.  (1)  The 
minimum  TIER  and  DSC  levels  required, 
whether  applied  on  an  aimual  or 
avereige  basis,  are  1.50  and  lJi5, 
respectively,  for  distribution  borrowers, 
and  1.05  and  1.00,  respectively,  for 
distribution  borrowers,  and  1X15  and 
1.00,  respectively,  for  power  supply 


borrowers.  The  1.05  TIER  for  power 
supply  borrowers  shall  be  phased  in  as 
follows:  1.0  in  calendar  year  (CY)  1991, 
1.03  in  CY  1992,  and  1.05  in  CY  1993  and 
all  subsequent  years.  The  Administrator 
may,  on  a  case  by  case  basis,  reduce  the 
TIER  level  below  1.05  for  power  supply 
borrowers,  but  not  below  1.0,  if  the 
Administrator  determines  that  a  1.05 
TIER  will  require  said  borrowers  to 
raise  the  rates  they  charge  for  power  so 
high  as  to  substantially  ^uce  kWh 
sales  and  revenues  and  threaten  loan 
feasibility. 

(2)  If  a  distribution  borrower  has  in 
service  or  under  construction  a 
substantial  amount  of  generation  and 
associated  transmission  plant  financed 
at  a  cost  of  capital  substantially  higher 
than  the  standard  cost  of  funds  under 
section  305  of  the  RE  Act,  then  the 
Administrator  may  establish,  in  his  or 
her  sole  discretion,  a  blended  TIER  and 
DSC  level  based  on  the  respective 
shares  of  total  utility  plant  represented 
by  said  generation  and  associated 
transmission  plant  and  by  distribution 
and  other  transmission  plant 

(c)  Requirements  for  loan  feasibility. 
To  be  eligible  for  a  loan,  borrowers  must 
demonstrate  to  REA  that  they  will,  on  a 
pro  forma  basis,  earn  the  TIER  and  DSC 
levels  required  by  1710.114(b)  in  eadi  of 
the  years  included  in  the  borrower’s 
long-range  financial  forecast  prepared  in 
support  of  its  loan  application,  as  set 
forth  in  subpart  G  of  this  part 

(d)  Requirements  for  maintenance  of 
TIER  and  DSC. — (1)  Prospective 
requirement  Borrowers  must  design  and 
implement  rates  for  electric  power  and 
energy  and  other  services  to  provide 
sufficient  revenue  to  pay  all  fixed  and 
variable  expenses,  to  provide  and 
maintain  reasonable  working  capital 
and  to  maintain  on  an  annual  basis  the 
TIER  and  DSC  levels  required  by 
paragraph  (b)  of  this  section.  Rates  must 
be  designed  and  implemented  to 
produce  at  least  enough  revenue  to  meet 
the  requirements  of  this  paragraph 
imder  the  assumption  that  average 
weather  conditions  in  the  borrower's 
service  territory  will  prevail  in  the 
future,  including  average  system  damage 
and  outages  due  to  weather  and  the 
related  costs.  Failure  to  design  and 
implement  rates  pursuant  to  the 
requirements  of  this  paragraph  shall  be 
an  event  of  default  upon  notice  provided 
in  accordance  with  the  terms  of  the 
borrower's  mortgage. 

(2)  Retrospective  requirement  The 
average  TI^  and  DSC  levels  achieved 
by  a  iMiTower  in  the  2  best  years  out  of 
the  3  most  recent  calendar  years  must 
meet  the  levels  required  by  paragraph 
(b)  of  this  section.  If  a  borrower  fails  to 
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achieve  these  average  levels,  it  must 
immediately  notify  REA  in  writing. 

Within  30  days  of  such  notification  or  of 
the  borrower  being  noticed  in  writing  by 
REA,  whichever  is  earlier,  the  borrower, 
in  consultation  with  REA,  must  provide 
a  written  plan  satisfactory  to  R^ 
setting  forth  the  actions  that  will  be 
taken  to  achieve  the  required  TIER  and 
DSC  levels  on  a  timely  basis.  Failure  to 
develop  and  implement  a  plan 
satisfactory  to  REA  shall  be  an  event  of 
default  upon  notice  provided  in 
accordance  with  the  terms  of  the 
borrower’s  mortgage. 

(3)  As  used  in  this  section,  Hxed  and 
variable  expenses  include,  but  are  not 
limited  to:  All  taxes,  depreciation, 
maintenance  expenses,  and  the  cost  of 
electric  power  and  energy  and  other 
operating  expenses  of  the  electric 
system,  including  all  obligations  under 
the  wholesale  power  contract,  all  lease 
payments  when  due,  and  all  principal 
and  interest  pa^mients  on  outstanding 
indebtedness  when  due. 

(e)  Requirements  for  advance  of 
funds.  (1)  If  a  borrower  applying  for  a 
loan  has  failed  to  achieve  the  TIER  or 
DSC  levels  required  by  paragraph  (b)  of 
this  section  during  the  latest  12  month 
period  immediately  preceding  approval 
of  the  loan,  or  the  borrower’s  average 
TIER  or  average  DSC  for  the  2  best 
years  out  of  the  most  recent  3  calendar 
years  was  below  the  levels  required  in 
said  paragraph  (b),  REA  may  withhold 
the  advance  of  loan  funds  until  the 
borrower  has  adopted  an  annual 
financial  plan  and  operating  budget 
satisfactory  to  REA  and  taken  such 
other  action  as  REA  may  require  to 
demonstrate  that  the  required  TIER  and 
DSC  levels  will  be  maintained  in  the 
future  and  that  the  loan  will  be  repaid 
with  interest  within  the  time  agreed. 

Such  other  action  may  include,  for 
example,  increasing  system  operating 
efficiency  and  reducing  costs  or 
adopting  a  rate  design  that  will  achieve 
the  required  TIER  and  DSC  levels,  and 
either  placing  such  rates  into  effect  or 
taking  action  to  obtain  regulatory 
authority  approval  of  such  rates.  If 
failure  to  meet  TIER  or  DSC  is  due  to 
unusual  events  beyond  the  control  of  the 
borrower,  such  as  imusual  weather, 
system  outage  due  to  a  storm  or 
regulatory  delay  in  approving  rate 
increases,  then  the  Administrator  may 
waive  the  requirement  that  the  borrower 
take  the  remedial  actions  set  forth  in 
this  paragraph,  piovided  that  such 
waiver  will  not  threaten  loan  feasibility. 

(2)  With  respect  to  any  outstanding 
loan  made  after  the  effective  date  of  this 
rule,  if  based  on  actual  or  projected 
Hnancial  performance  of  the  ^rrower. 


REA  determines  that  the  borrower  may 
not  achieve  its  required  TIER  or  DSC 
levels  in  the  current  or  future  years, 

REA  may  withhold  the  advance  of  loan 
funds  until  the  borrower  has  taken 
remedial  action  satisfactory  to  REA. 

§  1710.115  Loan  maturity. 

(a)  REA  is  authorized  to  make  loans 
and  loan  guarantees  with  a  maturity  of 
up  to  35  years.  Most  of  the  electric 
facilities  Hnanced  by  REA  have  a  long 
useful  life,  often  approximating  35  years. 
Some  facilities,  such  as  load 
management  equipment  and 
Supervisory  Control  and  Data 
Acquisition  equipment,  have  a  much 
shorter  useful  life  due  to  obsolescence. 
Operating  loans  to  finance  working 
capital  required  for  the  initial  operation 
of  a  new  system  are  a  separate  class  of 
loans  and  usually  have  a  maturity  of 
less  than  10  years. 

(b)  Except  for  operating  loans,  loans 
made  or  guaranteed  by  REA  generally 
must  be  repaid  with  interest  within  a 
period,  up  to  35  years,  that 
approximates  the  expected  useful  life  of 
the  facilities  financed.  The  expected 
useful  life  shall  be  based  on  the 
weighted  average  of  the  depreciation 
rates  that  the  borrower  proposes  for  the 
facilities  financed  by  the  loan,  provided 
that  these  rates  are  deemed  appropriate 
by  REA.  In  states  where  the  borrower 
must  obtain  state  regulatory  authority 
approval  of  depreciation  rates  for  rate 
making  purposes,  the  depreciation  rates 
used  for  the  purposes  of  this  paragraph 
shall  be  the  rates  currently  approved  by 
the  state  authority  or  rates  for  which  the 
borrower  plans  to  seek  state  authority 
approval,  provided  that  these  rates  are 
deemed  appropriate  by  REA.  In  other 
states,  if  the  rates  proposed  by  the 
borrower  are  not  deemed  appropriate  by 
REA,  REA  will  base  expected  useful  life 
on  the  depreciation  rates  listed  in 
Bulletin  183-1,  or  its  successor,  revising 
such  rates  as  necessary  to  reflect 
current  industry  practice. 

(c)  Borrowers  may  request  a 
repayment  period  shorter  than  the 
expected  useful  life  of  the  facilities 
financed. 

(d)  The  Administrator  may  approve  a 
repayment  period  longer  than  the 
expected  useful  life  of  the  facilities 
financed,  up  to  35  years,  if  a  longer 
maturity  is  required  to  ensure 
repayment  of  the  loan  and  loan  security 
is  adequate. 

(e)  *1116  maturity  of  a  loan  established 
pursuant  to  the  provisions  of  this  section 
shall  not  be  extended  as  a  result  of 
extending  loan  payments  under  section 
12(a)  of  the  RE  Act. 


§  1710.1 16  Equity  deveiopment  plan. 

(a)  As  a  condition  for  obtaining  a  loan 
or  loan  guarantee,  a  borrower  whose 
total  equity  as  a  percentage  of  its  total 
assets  is,  or  is  projected  to  be,  less  than 
the  target  level  set  forth  in  this  section, 
after  taking  into  consideration  the 
effects  on  the  balance  sheet  of  a  new 
loan,  is  required  to  prepare  and  follow  a 
10-year  equity  development  plan 
acceptable  to  REA.  The  plan  must  be 
consistent  with  the  borrower’s  financial 
forecast  required  by  subpart  G  of  this 
part. 

(b)  Distribution  borrowers  are  subject 
to  a  minimum  equity  target  of  40  percent 
of  total  assets.  Distribution  borrowers 
with  equity  below  this  level  are  required 
to  develop  and  follow  a  10-year  equity 
development  plan  designed  to  make 
reasonable  progress  toward  achieving 
an  equity  of  40  percent.  More  than  one 
10-year  planning  cycle  may  be  required 
to  reach  this  equity  target,  with  the 
number  of  cycles  depending  mainly  on 
the  borrower’s  beginning  equity  and  the 
factors  cited  in  paragraph  (d)  of  this 
section.  'The  Administrator,  at  his  or  her 
discretion,  may  approve  an  equity  target 
lower  than  40  percent  if  the  higher  target 
would  unreasonably  increase  retail 
rates  for  electricity.  In  making  such  a 
determination,  the  Administrator  will 
take  into  consideration  the  factors  set 
forth  in  paragraph  (d)  of  this  section. 

(c)  Power  supply  borrowers  that  have 
equity  of  less  than  20  percent  must 
develop  and  follow  a  10-year  equity 
development  plan  designed  to  achieve 
reasonable  progress  toward  increasing 
equity  as  a  percentage  of  total  assets. 
Once  a  power  supply  borrower  reaches 
20  percent  equity,  which  may  require 
more  than  one  10-year  planning  cycle,  it 
must  either  maintain  its  equity  at  20 
percent  or  continue  to  make  progress 
toward  increasing  its  equity  percentage, 
depending  on  the  borrower’s  particular 
financial  circumstances  and  needs. 

(d)  A  borrower’s  10-year  equity 
development  plan  shall  be  designed  to 
achieve  reasonable  progress  toward 
increasing  equity  as  a  percentage  of 
total  assets  without  raising  power  costs 
or  retail  rates  for  electricity 
unreasonably,  placing  an  unreasonable 
burden  on  rate  payers,  or  substantially 
reducing  the  borrower’s  ability  to 
compete  with  neighboring  utilities  or 
other  energy  sources.  Among  the  factors 
to  be  considered  in  establishing  the 
improvement  in  equity  to  be  made 
during  the  10-year  period  are  the 
economic  strength  of  the  borrower’s 
service  territory,  the  inherent  cost  of 
providing  service  to  the  territory,  the 
disparity  in  rates  between  the  borrower 
and  neighboring  utilities,  the  intensity  of 
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competition  faced  by  the  borrower  from 
neighboring  utilities  and  other  power 
sources,  and  the  relative  amount  of  new 
capital  investment  required  to  serve 
existing  or  new  loads.  REA  will 
determine  the  improvement  to  be  made 
under  each  plan,  case  by  case,  based  on 
the  general  principles  of  this  paragraph 
and  the  information  and 
recommendations  provided  by  the 
borrower.  At  a  borrower's  request,  REA 
may  approve  an  amendment  to  an 
established  equity  development  plan  if 
necessary  to  eliminate  undue  burdens 
on  the  borrower  or  its  members. 

§1710.117  Environmental  considerations. 

Borrowers  are  required  to  comply 
with  7  CFR  part  1794,  which  sets  forth 
applicable  requirements  of  the  National 
Environmental  Policy  Act  (NEPA),  as 
amended  (42  U.S.C.  4321  et  seg.):  the 
Council  on  Environmental  Quality 
Regulations  for  Implementing  the 
Procedural  Provisions  of  NEPA  (40  CFR 
Parts  1500-1508);  and  certain  other 
statutes,  regulations  and  orders. 
Borrowers  must  also  comply  with  any 
other  applicable  Federal  or  state 
environmental  laws  and  regulations. 

§1710.118  Energy  conservation  and  load 
management 

Borrowers  are  encouraged  to  promote 
the  efficient  use  of  electric  energy  and  to 
promote  load  management  in  order  to 
improve  system  load  factors,  to  reduce 
losses,  to  use  existing  facilities  more 
effectively,  and  to  reduce  the  need  for 
new  generating  facilities. 

§  1710.119  Loan  processing  priorities 

(a)  Generally  loans  are  processed  in 
chronological  order  based  on  the  date 
the  complete  application  is  received  in 
the  Regional  office. 

(b)  The  Administrator  may  give 
priority  to  processing  loans  that  are 
requir^  to  meet  the  following  needs: 

(1)  To  restore  electric  service 
following  a  major  storm  or  other 
catastrophe; 

(2)  To  bring  existing  electric  facilities 
into  compliance  with  any  environmental 
requirements  imposed  by  Federal  or 
state  law  that  were  not  in  effect  at  the 
time  the  facilities  were  originally  ' 
constructed; 

(3)  To  finance  the  capital  needs  of 
borrowers  that  have  merged  or 
consolidated  after  the  effective  date  of 
this  regulation,  provided  that  the  merger 
or  consolidation  has  been  approved 
REA  and  determined  to  enhance  the 
repayment  or  security  of  REA  loans. 
Such  priority  will  be  consideced  for  a 
period  up  to  5  years  after  REA  approval 
of  the  merger  or  consolidation:  or 


(4)  To  correct  serious  safety  problems, 
other  than  those  resulting  htMn  borrower 
mismanagement  or  negligence. 

(c)  The  Administrator  may  also 
change  the  normal  order  of  processing 
loan  applications  when  it  is  necessary  to 
ensure  that  all  loan  authority  for  the 
fiscal  year  is  utilized. 

§  1710.120  Construction  standards  and 
contracting. 

Borrowers  shall  follow  all  REA 
requirements  regarding  construction 
work  plans,  construction  standards, 
approved  materials,  construction  and 
related  contracts,  inspection  procedures, 
and  bidding  procedures. 

§  1710.121  Insurance  requirements. 

Borrowers  are  required  to  comply 
with  certain  requirements  with  respect 
to  insurance  and  fidelity  coverage  as  set 
forth  in  7  CFR  part  1788. 

§  1710.122  Equal  opportunity  and 
nondiscrimination. 

Borrowers  are  required  to  comply 
With  certain  regulations  on 
nondiscrimination  in  program  services 
and  benefits  and  on  equal  employment 
opportunity  as  set  forth  in  REA  ^lletins 
20-15  and  20-19  or  their  successors;  7 
CFR  parts  15  and  15b;  and  45  CFR  part 
90. 

§  1710.123  Debarment  and  suspension. 

Borrowers  are  required  to  comply 
with  certain  requirements  on  debarment 
and  suspension  as  set  forth  in  7  CFR 
part  3017. 

§  1710.124  Uniform  Relocation  Act 

Borrowers  are  required  to  comply 
with  applicable  provisions  of  49  CFR 
part  24,  which  sets  forth  the 
requirements  of  the  Uniform  Relocation 
Assistance  and  Real  Property 
Acquisition  Policy  Act  of  1970  (Pub.  L 
91-646;  84  Stat  1894],  as  amended  by  the 
Uniform  Relocation  Act  Amendments  of 
1987  (Pub.  L.  100-17;  101  Stat.  248-256) 
and  the  Intermodal  Surface 
Transportation  Efficiency  Act  of  1991. 

§  1710.12S  Restrictions  on  lobbying. 

Borrowers  are  required  to  comply 
with  certain  requirements  with  respect 
to  restrictions  on  lobbying  activities.  See 
7  CFR  part  3018. 

§  17iai26  Federal  debt  delinquency. 

(a)  Prior  to  approval  of  a  loan  or 
advance  of  funds,  a  borrower  must 
report  to  REA  whether  or  not  it  is 
delinquent  on  any  Federal  debt  such  as 
Federal  income  tax  obligations  or  a  loan 
or  loan  guarantee  from  another  Federal 
agency.  If  delinquent,  the  reasons  for  the 
delinquency  must  be  explained,  and 
REA  will  take  such  explanation  into 


consideration  in  deciding  whether  to 
approve  the  loan  mr  advance  of  funds. 

(b)  Applicants  for  a  loan  or  loan 
guarantee  must  also  certify  that  they 
have  been  informed  of  the  collection 
options  the  Federal  government  may  use 
to  collect  delinquent  debt 

§  1710.127  Drug  free  workplace. 

Borrowers  are  required  to  comply 
with  the  Drug  Free  Workplace  Act  of 
1988  (Pub.  L 100-690,  title  V.  subtitle  D) 
and  the  Act's  implementing  regulations 
(7  CFR  part  3017)  when  a  Irarrower 
receives  a  Federal  grant  or  enters  into  a 
procurement  contract  awarded  pursuant 
to  the  provisions  of  the  Federal 
Acquisition  Regulation  (title  48  CFR)  to 
sell  to  a  Federal  agency  property  or 
services  having  a  value  of  $25,000  or 
more. 

§17101128-1710.149  [Rasarved] 

Subpart  D— Basic  Requiremants  for 
Loan  Approval 

§1710.150  QanaraL 

The  RE  Act  and  prudent  lending 
practice  require  that  the  Administrator 
make  certain  findings  before  approving 
an  electric  loan  or  loan  guarantee.  The 
borrower  shall  provide  the  evidence 
determined  by  the  Administrator  to  be 
necessary  to  make  these  Hndings. 

§  1710.151  Required  findkigs  for  sN  loans. 

(a)  Area  coverage.  Adequate  electric 
service  will  be  made  available  to  the 
widest  practical  number  of  rural  users  in 
the  borrower's  service  area  during  the 
life  of  the  loan.  See  S  ITiaiOS. 

(b)  Feasibility.  The  loan  is  feasible 
and  it  will  be  repaid  on  time  according 
to  the  terms  of  the  mortgage,  note,  and 
loan  contract  At  any  time  after  the 
original  determination  of  feasibility,  the 
Ad^nistrator  may  require  the  borrower 
to  demonstrate  that  the  loan  remains 
feasible  if  there  have  been,  or  are 
anticipated  to  be,  material  changes  in 
the  borrower's  costs,  loads,  rates,  rate 
disparity,  revenues,  or  other  relevant 
factors  from  the  time  that  feasibility  was 
originally  determined.  See  {  1710.112 
and  subpart  G  of  this  part 

(c)  Security.  REA  will  have  a  First  lien 
on  the  borrower's  total  system  or  other 
adequate  security,  and  adequate 
financial  and  maniigerial  controls  will 
be  included  in  loan  documents.  See 

§  1710.113. 

(d)  Interim  financing.  For  loans  that 
include  funds  to  replace  interim 
financing,  there  is  satisfactory  evidence 
that  the  interim  financing  was  used  for 
purposes  approved  by  REA  and  that  the 
loan  meets  all  applicable  requirmnents 
of  this  part 
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(e)  Facilities  for  nonrural  areas. 
Whenever  a  borrower  proposes  to  use 
loan  funds  for  the  improvement, 
expansion,  construction,  or  acquisition 
of  electric  facilities  for  non-RE  Act 
beneficiaries,  there  is  satisfactory 
evidence  that  such  funds  are  necessary 
and  incidental  to  furnishing  or 
improving  electric  service  for  RE  Act 
beneficiaries.  See  §  1710.104. 

(f)  Facilities  to  be  included  in  rate 
base.  In  states  having  jurisdiction,  the 
borrower  has  provided  satisfactory 
evidence  based  on  the  information 
available,  such  as  an  opinion  of  counsel, 
that  the  state  regulatory  authority  will 
not  exclude  from  the  borrower’s  rate 
base  any  of  the  facilities  included  in  the 
loan  request,  or  otherwise  prevent  the 
borrower  from  charging  rates  sufficient 
to  repay  with  interest  the  debt  incurred 
for  the  facilities.  Such  evidence  may  be 
based  on,  but  not  necessarily  limited  to, 
the  provisions  of  applicable  state  laws; 
the  rules  and  policies  of  the  state 
authority;  precedents  in  other  similar 
cases;  statements  made  by  the  state 
authority;  any  assurances  given  to  the 
borrower  by  the  state  authority;  and 
other  relevant  information  and 
experience. 

§  1710.152  Primary  support  documents. 

The  following  primary  support 
documents  and  studies  must  be 
prepared  by  the  borrower  for  approval 
by  REA  in  order  to  support  a  loan 
application: 

(a)  Power  requirements  study  (PRS). 
This  study  provides  the  borrower  and 
REA  with  an  understanding  of  the 
borrower’s  system  loads,  the  factors 
influencing  those  loads,  and  valid 
estimates  of  future  loads.  It  provides  a 
basis  for  projecting  annual  kWh  sales 
and  revenues,  and  for  engineering 
estimates  of  plant  additions  required  to 
accommodate  the  forecasted  loads.  The 
requirements  for  a  PRS  and  the 
circumstances  under  which  one  must  be 
submitted  to  REA  are  set  forth  in 
subpart  E  of  this  part. 

(b)  Construction  work  plan  (CWP). 
The  CWP  shall  specify  and  document 
the  capital  investments  required  to  serve 
a  borrower’s  planned  new  loads, 
improve  service  reliability  and  quality, 
and  service  the  changing  needs  of 
existing  loads.  The  requirements  for  a 
CWP  are  set  forth  in  subpart  F  of  this 
part. 

(c)  Long-range  financial  forecasts. 
R^  encourages  borrowers  to  maintain 
on  a  current  basis  a  long-range  financial 
forecast,  which  should  be  used  by  a 
borrower’s  board  of  directors  and 
manager  to  guide  the  system  toward  its 
financial  goals.  The  forecast  submitted 
in  support  of  a  loan  application  shall 


show  the  projected  results  of  future 
actions  planned  by  the  board  of 
directors.  The  requirements  for  a  long- 
range  financial  forecast  are  set  forth  in 
subpart  G  of  this  part. 

(d)  Borrower’s  environmental  report 
(BER).  This  document  is  used  to 
determine  what  effect  the  construction 
of  the  facilities  included  in  the 
construction  work  plan  will  have  on  the 
environment.  In  developing  a  BER  a 
borrower  shall  follow  the  policy  and 
procedural  requirements  set  forth  in  7 
CFR  Part  1794.  After  reviewing  the  BER, 
REA  will  determine  whether  additional 
environmental  studies  will  be  required. 

§  1710.153  Additional  requirements  and 
procedures. 

Additional  requirements  and 
procedures  for  obtaining  REA  financial 
assistance  are  set  forth  in  7  CFR  part 
1712  for  loan  guarantees,  and  in  7  CFR 
part  1714  for  insured  loans. 

§§  1710.154-1710.199  [Reserved] 

Subpart  E— Power  Requirements 
Studies 

§  1710.200  Purpose. 

This  subpart  sets  forth  the  policies, 
procedures  and  criteria  for  the 
preparation,  approval  and  use  of  power 
requirements  studies  (PRSs)  and  PRS 
work  plans.  A  PRS  is  a  thorough  study 
of  a  borrower’s  electric  loads  and  the 
factors  that  affect  those  loads  in  order  to 
determine,  as  accurately  as  practicable, 
the  borrower’s  future  requirements  for 
energy  and  capacity.  The  PRS  of  a 
power  supply  borrower  includes  and 
integrates  the  PRSs  of  its  member 
systems. 

§  1710.201  Requirement  to  prepare  a 
PRS — power  supply  borrowers. 

(a)  A  power  supply  borrower  having 
total  assets  of  $300  million  or  more  shall: 

(1)  Meet  one  of  the  following  two 
requirements: 

(1)  Prepare  and  obtain  REA  approval 
of  a  new  PRS  not  less  frequently  than 
every  3  years,  which  shall  include  new 
or  revised  equations  and  models,  and 
annually  update  the  PRS  in  the 
intervening  years  based  on  new  data 
and  assumptions,  but  not  necessarily 
new  or  revised  equations  and  models, 
and  file  the  annual  updates  with  REA;  or 

(ii)  Prepare  and  obtain  REA  approval 
of  a  new  PRS  not  less  frequently  than 
every  2  years,  which  shall  include  new 
or  revised  equations  and  models; 

(2)  Maintain  a  current  PRS  work  plan 
approved  by  REA  which  shall  set  forth 
the  resources,  methods,  schedules  and 
milestones  required  for  the  preparation 
and  maintenance  of  the  PRS;  and 


(3)  Provide  a  current  PRS  approved  by 
R^  in  support  of  any  request  for  REA 
financial  assistance  or  for  REA  approval 
of  long-term  power  contracts  or  other 
actions  as  appropriate. 

(b)  A  power  supply  borrower  with 
total  assets  of  less  than  $300  million  is 
not  required  to  have  a  current,  REA- 
approved  PRS  on  an  ongoing  basis  but  is 
required  to  provide  a  current,  REA- 
approved  PRS  in  support  of: 

(1)  An  application  for  an  REA  loan  or 
loan  guarantee  if  said  loan  or  guarantee 
exceeds  $25  million  or  10  percent  of  the 
borrower’s  total  utility  plant,  whichever 
is  smaller;  and 

(2)  Requests  for  REA  approval  of  long¬ 
term  power  contracts  or  other  actions, 
as  may  be  required  by  REA  on  a  case  by 
case  basis. 

(c)  A  power  supply  borrower  that  is  a 
member  of  another  power  supply 
borrow)^er  that  has  total  assets  of  $300 
million  or  more  is  subject  to  the 
requirements  of  §  1710.201(a),  except 
that  such  member  is  not  required  to 
have  a  separate  PRS  work  plan.  The 
distribution  members  of  such  a  power 
supply  borrower  are  also  subject  to  the 
requirements  of  §  1710.201(a),  except 
that  such  members  are  not  required  to 
have  separate  PRS  work  plans. 

(d)  At  the  borrower’s  request,  REA 
may  extend  for  up  to  3  months  the  time 
frames  set  forth  in  §  1710.201(a)(1)  if 
REA  determines  the  borrower  is  in 
substantial  compliance  with  its  REA- 
approved  work  plan  and  significant 
changes  in  existing  PRS  models  and 
assumptions  are  not  required. 

(e)  For  purposes  of  paragraphs  (a)(3) 
and  (b)  of  this  section,  the  determination 
of  whether  a  borrower’s  PRS  is  current 
will  be  made  by  REA  at  the  time 
financial  assistance  or  other  REA  action 
is  requested.  The  borrower  may  be 
required  to  update  the  PRS  to 
incorporate  the  most  recently  available 
operating  data  and  other  information. 

§  1710.202  Peauirement  to  prepare  a 
PRS— distribution  borrowers. 

(a)  If  a  distribution  borrower  is  a 
member  of  a  power  supply  borrower 
that  has  total  assets  of  $300  million  or 
more,  it  must  meet  the  requirements  of 

§  1710.201(a),  except  for  the  requirement 
to  prepare  a  work  plan,  which  is  the 
responsibility  of  the  power  supply 
borrower.  Certain  other  distribution 
borrowers,  as  set  forth  in  §  1710.201(c), 
are  also  subject  to  provisions  of 
§  1710.201(a). 

(b)  All  other  distribution  borrow'ers, 
including  unaffiliated  distribution 
systems  as  well  as  members  of  power 
supply  borrowers  with  total  assets  of 
less  than  $300  million,  must  either: 
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(1)  Meet  the  requirements  of 
§  1710.201(a),  if  the  distribution 
borrower  owns  generation  and  bulk 
transmission  plant  valued  at  $300 
million  or  more,  or 

(2)  Meet  the  requirements  of 

§  1710.201(b),  except  that  the  loan 
threshold  set  forth  in  paragraph  (b)(1)  in 
the  case  of  these  distribution  borrowers 
shall  be  $3  million  and  10  percent  of 
total  utility  plant. 

§  1 7 1 0.203  Basic  policies  and 
requirements  for  a  PRS. 

(a)  A  PRS  or  PRS  update  must  be 
completed  and  submitted  to  REA  on  a 
timely  basis  to  enable  prompt  review  by 
REA. 

(b)  A  PRS  completed  more  than  12 
months  prior  to  submission  will  not  be 
considered  by  REA. 

(c)  Adequate  coordination  is  required 
between  power  supply  borrowers  and 
their  members  in  the  preparation  of  their 
respective  PRSs  or  PRS  updates. 

(d)  To  facilitate  REA  review  of  the 
PRS  work  plan  and  the  PRS,  the 
borrower  shall  make  available  to  REA 
appropriate  staff  for  consultation,  and 
all  essential  documentation,  data,  and 
other  relevant  information,  in  formats 
acceptable  to  REA,  that  support  the  PRS 
work  plan  and  the  PRS. 

(e)  Notwithstanding  any  other 
provisions  of  this  subpart,  any  power 
supply  or  distribution  borrower  may  be 
required  to  prepare  a  new  or  updated 
PRS,  or  to  maintain  a  current  PRS  on  an 
ongoing  basis,  if  required  for  REA  to 
determine  loan  feasibility,  to  ensure 
loan  security,  or  to  consider  requests 
submitted  for  approval  under  a 
borrower's  loan  contract  or  mortgage. 

(f)  All  PRSs  shall  include  the  following 
information,  using  a  format  approved  by 
REA,  unless  such  information  has 
already  been  provided  to  REA  in  the 
PRS  work  plan  or  other  submissions: 

(1)  A  discussion  of  the  scope  of  the 
PRS,  including  the  proposed  uses  of  the 
information  developed  for  planning  load 
management  and  energy  efficiency 
programs,  plant  investments,  and 
financial  requirements; 

(2)  A  discussion  of  the  borrower 
personnel,  consultants,  data,  and  other 
resources  used  in  the  preparation  of  the 
PRS: 

(3)  A  discussion  of  the  procedures 
used  to  collect,  validate,  process,  and 
update  the  data  used  in  the  study; 

(4)  Documentation  of  the  analysis  and 
modeling  of  the  borrower's  electric 
system  loads  and  other  pertinent 
information  used  in  the  PRS.  All 
relevant  data,  primary  sensitivity 
analyses  and  other  substantive 
procedures  used  to  test  significant 


assumptions  and  to  generate  the  load 
estimates  and  related  factors  must  be 
included  in  the  PRS  or  otherwise  made 
available  to  REA,  and  clearly  identified, 
sourced  and  dated; 

(5)  An  analysis  of  the  borrower's  past, 
existing,  and  future  electric  system 
loads  of  RE  Act  beneficiaries  and 
others,  including  explanation  and 
documentation  of  all  substantive 
assumptions,  primary  sensitivity 
analyses  and  other  substantive 
considerations  used  to  prepare  the 
estimates.  Areas  of  analysis  shall 
normally  include,  but  are  not  limited  to: 
developing  land  use  patterns;  potential 
losses  of  load  due  to  annexation  or 
other  causes;  prospective  residential 
and  commercial  development;  probable 
rate  levels;  the  ejects  of  rates  and 
competition  from  neighboring  utilities  on 
loads;  existing  and  anticipated  patterns 
of  energy  usage  and  appliance 
saturation;  and  availability  of 
alternative  energy  sources.  Load 
management,  conservation,  and  power 
marketing  considerations  must  also  be 
included; 

(6)  A  discussion  and  analysis  of 
alternative  scenarios,  which  shall  be 
required  for  all  PRSs  submitted  to  REA 
for  approval  after  January  1, 1993. 
Normally,  unless  waived  by  REA  under 
§  1710.206,  the  borrower  shall  provide  a 
discussion  and  analysis  of  the  following 
five  scenarios: 

(i)  Most-probable  economic 
assumptions,  with  normal  weather; 

(ii)  Most-probable  economic 
assumptions,  with  severe  weather 
causing  higher  loads; 

(iii)  Most-probable  economic 
assumptions,  with  mild  weather  causing 
lower  loads; 

(iv)  Normal  weather  with  more 
pessimistic  macroeconomic  assumptions 
causing  lower  loads;  and 

(v)  Normal  weather  with  more 
optimistic  macroeconomic  assumptions 
causing  higher  loads; 

(7)  Completed  REA  Forms  341  and  345 
and  10  years  data  from  REA  Form  7  part 
R.  Computer-generated  facsimiles  may 
be  used  if  acceptable  in  form  to  REA. 
Graphs,  tables,  spreadsheets  or  other 
exhibits  shall  be  included  as 
appropriate; 

(8)  A  discussion  and  documentation  of 
the  coordination  activities  between  a 
power  supply  borrower  and  its  REA- 
borrower  members,  as  applicable,  and 
between  the  borrower  and  REA.  If  a 
power  supply  borrower  and  any  member 
disagree  on  an  issue  or  estimate,  REA 
will  provide  assistance,  if  requested,  in 
attempting  to  resolve  the  disagreement; 

(9)  'The  borrower's  general  manager's 


recommendation  to  the  board  of 
directors  on  adoption  of  the  PRS;  and 

(10)  Approval  of  the  PRS  by  the 
borrower's  board  of  directors. 

(g)  A  PRS  and  its  essential  supporting 
data  and  analysis  shall  be  retained  in 
the  borrower's  records  until  the  next 
new  PRS  is  approved  by  REA. 

(h)  Completed  PRSs  submitted  to  REA 
for  approval  prior  to  the  effective  date  of 
this  part,  as  well  as  PRSs  prepared 
under  work  plans  approved  by  REA 
prior  to  the  effective  date  of  this  part, 
may  meet  the  requirements  of  paragraph 
(f)  of  this  section  or  corresponding 
requirements  of  REA  Bulletin  120-1,  at 
the  option  of  the  borrower.  All  other 
PRSs  must  meet  the  requirements  of 
paragraph  (f)  of  this  section. 

S  1710.204  PRS  work  plan  requirements. 

(a)  All  borrowers  are  required  to 
prepare  and  maintain  a  PRS  on  an 
ongoing  basis  are  required  to  prepare 
and  obtain  REA  approval  of  a  PRS  work 
plan,  except  for  those  borrowers  that 
are  members  of  a  power  supply 
borrower  that  is  required  to  prepare  a 
PRS  work  plan.  The  PRS  work  plan  shall 
establish  the  resources,  methods, 
schedules,  and  milestones  to  be  used  in 
the  preparation  and  maintenance  of  the 
PRS. 

(b)  A  power  supply  borrower's  work 
plan  shall  include  the  member  inputs 
and  coordination  mechanisms  required 
for  the  preparation  of  its  PRS  as  well  as 
the  PRSs  of  the  system’s  members. 
Member  concurrences  in  the  work  plan 
are  required  before  the  plan  is  submitted 
to  REA  for  approval.  The  member 
systems,  as  well  as  the  power  supply 
borrower,  are  required  to  follow  the 
work  plan  in  preparing  their  respective 
PRS. 

(c)  A  PRS  work  plan  must  be 
approved  by  the  borrower’s  board  of 
directors. 

(d)  A  borrower  may  amend  its  work 
plan  subject  to  REA  approval.  A  new  or 
revised  work  plan  may  be  required  by 
REA  if  REA  concludes  the  existing  plan 
will  not  result  in  a  satisfactory  PRS  on  a 
timely  basis. 

(e)  In  addition,  a  PRS  work  plan  shall: 

(1)  Identify  the  borrower  and,  as 
applicable,  member  personnel  that  will 
serve  as  project  leaders  or  liaisons  with 
the  authority  to  make  decisions  and 
commit  resources  within  the  scope  of 
the  work  plan; 

(2)  Provide  for  residential  consumer 
surveys  at  least  every  3  years  to  obtain 
data  on  appliance  and  equipment 
saturation  and  electricity  demand,  when 
residential  demand  is  50  percent  or  more 
of  total  kWh  sales.  In  the  case  of  a 
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power  supply  borrower,  such  surveys 
shall  be  coordinated  with  the  borrower’s 
members.  They  may  be  based  on  the 
aggregation  of  member-based  samples 
or  on  a  system-wide  sample,  provided 
that  the  latter  provides  for  relevant 
regional  breakdowns  as  appropriate; 

(3)  Provide  for  all  other  data  collection 
and  veribcation,  analyses,  modeling, 
and  documentation  required  in 

§  1710.203;  and 

(4)  Provide  for  an  ongoing  REA  review 
of  the  PRS. 

(f)  Generally,  a  work  plan  shall  cover 
a  period  of  1  to  3  years. 

§  1710.205  Basic  criteria  for  REA  approval 
of  a  PRS. 

REA  will  use  the  following  basic 
criteria  in  deciding  whether  to  approve  a 
PRS: 

(a)  The  borrower  objectively  analyzed 
all  relevant  factors  that  influence  the 
consumption  of  electricity  and  the 
requirements  for  generation  and 
transmission  capacity; 

(b)  The  borrower  accurately  analyzed 
power  requirements  stemming  from  RE 
Act  beneficiaries  and  non-RE  Act 
beneficiaries; 

(c)  The  borrower  developed  adequate 
supporting  data,  used  valid  assumptions, 
analyzed  a  reasonable  range  of  relevant 
alternative  assumptions  and  scenarios, 
and  used  valid  and  verifiable  analytical 
techniques  and  models; 

(d)  The  borrower  provided  REA  with 
adequate  documentation  and  assistance 
to  allow  for  a  thorough  and  independent 
review; 

(e)  In  the  case  of  a  power  supply 
borrower,  the  preparation  of  the  work 
plan  and  PRS  was  adequately 
coordinated  with  its  members;  and 

(f)  The  PRS  was  recommended  for 
approval  by  the  borrower’s  general 
manager  and  has  been  approved  by  the 
bonower’s  board  of  directors. 

51710.206  Wahror  of  borrower 
requirements. 

For  good  cause  shown  by  the 
borrower,  the  Administrator  may  waive 
any  of  the  requirements  applicable  to 
borrowers  in  this  subpart  if  the 
Administrator  determines  that  waiving 
the  requirement  will  not  significantly 
affect  accomplishment  of  the  objectives 
of  this  subpart  and  if  the  requirement 
*  imposes  a  substantial  burden  on  the 
borrower.  The  waiver  must  be  requested 
in  writing  by  the  borrower’s  general 
manager. 

(Approved  by  the  Office  of  Management 
and  Budget  under  control  number  0572-003Z) 


§§  1710.207-1710.249  [Reserved] 

Subpart  F— Construction  Work  Plans 
and  Related  Studies 

§  1710.250  General. 

(a)  An  ongoing,  integrated  planning 
system  is  needed  by  borrowers  to 
determine  their  short-term  and  long-term 
needs  for  plant  additions, 
improvements,  replacements,  and 
retirements.  'The  primary  components  of 
the  system  consist  of  long-range 
engineering  plans,  construction  work 
plans  (CWPs),  CWP  amendments,  and 
special  engineering  and  cost  studies. 

Long  range  engineering  plans  identify 
plant  investments  required  over  a  period 
of  10  years  or  more.  CWPs  specify  and 
document  plant  requirements  for  the 
short-term,  usually  2  to  3  years,  and 
special  engineering  and  cost  studies  are 
used  to  support  CWPs  and  to  identify 
and  document  requirements  for  specific 
items  or  purposes,  such  as  load 
management  equipment.  System  Control 
and  Data  Acquisition  equipment, 
sectionalizing  investments,  and 
additions  of  generation  capacity  and 
associated  transmission  plant. 

(b)  Generally,  all  borrowers  are 
required  to  maintain  up-to-date  long 
range  engineering  plans  approved  by 
their  boards  of  directors  and  REA. 
Current  CWPs  approved  by  the 
borrower’s  board  and  REA  must  also  be 
developed  and  maintained  for 
distribution  and  transmission  facilities 
and  for  improvements  and  replacements 
of  generation  facilities.  All  such 
distribution,  transmission  or  generation 
facilities  must  be  included  in  the 
respective  CWPs  regardless  of  the 
source  of  financing.  Applications  for 
REA  financial  assistance  (new  loans  or 
budget  reclassifications)  must  be 
supported  by  a  current,  approved  CWP. 

(c)  A  long  range  engineering  plan 
specifies  and  supports  the  major  system 
additions,  improvements,  replacements, 
and  retirements  needed  for  an  orderly 
transition  from  the  existing  system  to 
the  system  required  10  or  more  years  in 
the  future.  Hie  planned  future  system 
should  be  based  on  the  most  technically 
and  economically  sound  means  of 
serving  the  borrower’s  long-range  loads 
in  a  reliable  and  environmentally 
acceptable  manner,  and  it  should  ensure 
that  planned  facilities  will  not  become 
obsolete  prematurely. 

(d)  A  CWP  shall  include  investment 
cost«stimates  and  supporting 
engineering  and  cost  studies  to 
demonstrate  the  need  for  each  proposed 
faciUty  or  activity  and  the 
reasonableness  ^  the  investment 
projections  and  the  engineering 
assumptions  used  in  sizing  the  facilities. 


The  CWP  must  be  consistent  with  the 
borrower’s  long  range  engineering  plan 
and  both  documents  must  be  consistent 
with  the  borrower’s  REA-approved 
power  requirements  study. 

(e)  RES  approval  is  required  for  all. 
facilities  included  in  a  CWP  or  CWP 
amendment.  If  REA  disagrees  with  a 
borrower's  estimate  of  the  cost  of  one  or 
more  facilities  included  in  CWP  or  CWP 
amendment,  REA  may  adjust  the 
estimate  after  consulting  with  the 
borrower  and  explaining  the  reasons  for 
the  adjustment. 

(f)  Except  as  provided  in  paragraph  (g) 
of  this  section,  to  be  eligible  for  REA 
financing,  the  facilities,  including 
equipment  and  other  items,  included  in  a 
CWP  must  be  approved  by  REA  before 
the  start  of  construction.  This 
requirement  also  applies  to  any 
amendments  to  a  CWP  required  to  add 
facilities  to  a  CWP  or  to  make 
significant  physical  changes  in  the 
facilities  already  included  in  a  CWP. 

(g)  In  the  case  of  damage  caused  by 
storms  and  other  natural  catastrophes,  a 
borrower  may  proceed  with  emergency 
repair  work  before  a  CWP  or  CWP 
amendment  is  prepared  by  the  borrower 
and  approved  by  REA,  without  loosing 
eligibility  for  REA  financing  of  the 
repairs.  The  borrower  must  notify  the 
R^  regional  office  in  writing,  not  later 
than  45  days  after  the  natural 
catastrophe,  of  its  preliminary  estimates 

'of  damages  and  repair  costs.  Not  later 
than  120  days  after  the  natural 
catastrophe,  the  borrower  must  submit 
to  REA  for  approval,  a  CWP  or  CWP 
amendment  detailing  the  repairs. 

(h)  A  CWP  may  be  amended  or 
augmented  when  the  borrower  can 
demonstrate  the  need  for  the  changes. 

(i)  A  borrower’s  CWP  or  special 
engineering  studies  must  be  supported 
by  a  Borrower’s  Environmental  Report, 
and  when  necessary  by  an 
Environmental  Analysis  or 
Environmental  Impact  Statement,  as  set 
forth  in  7  CFR 1794  or  required  by  other 
Federal  or  state  regulations  or  laws. 

(j)  All  engineering  activities  required 
by  this  subpart  must  be  performed  by 
qualified  engineers,  who  may  be  staff 
employees  of  the  borrower  or  outside 
consultants. 

§  1710.251  Construction  work  plans— 
distribution  borrowers. 

(a)  All  distribution  borrowers  must 
maintain  a  current  CWP  approved  by 
their  board  of  directors  and  REA 
covering  all  new  construction, 
improvements,  replacements,  and 
retirements  of  distribution  and 
transmission  plant,  and  improvements 
replacements,  and  retirements  of  any 


Federal  Register  /  Vol.  57,  No.  6  /  Thursday,  January  9,  1992  /  Rules  and  Regulations 


1065 


generation  plant.  Construction  of  new 
generation  capacity  need  not  be 
included  in  a  CWP  but  must  be  specified 
and  supported  by  specific  engineering 
and  cost  studies.  (See  §  1710.253.) 

(b)  A  distribution  borrower’s  CWP 
shall  cover  at  least  a  2-year  construction 
period  and  include  all  facilities  to  be 
constructed,  whether  or  not  REA 
financial  assistance  will  be  sought  or  be 
available  of  certain  facilities.  Any  REA 
financing  provided  for  the  facilities  will 
be  limited  to  a  2-year  construction 
period. 

(c)  The  facilities,  equipment  and  other 
items  included  in  distribution  borrower’s 
CWP  may  include: 

(1)  Line  extensions  required  to 
connect  consumers,  improve  service 
reliability  or  improve  voltage  conditions; 

(2)  Distribution  tie  lines  to  improve 
reliability  of  service  and  voltage 
regulation; 

(3)  Line  conversions  and  changes 
required  to  improve  existing  services  or 
provide  additional  capacity  for  new 
consumers; 

(4)  New  substation  facilities  or 
additions  to  existing  substations; 

(5)  Transmission  and  substation 
facilities  required  to  support  the 
distribution  system; 

(6)  Distribution  equipment  required  to 
serve  new  consumers  or  to  provide 
adequate  and  dependable  service  to 
existing  consumers,  including 
replacement  of  existing  plant  facilities; 

(7)  Residential  security  lights; 

(8)  Communications  equipment  and 
meters; 

(9)  Headquarters  facilities; 

(10)  Improvements,  replacements,  and 
retirements  of  generation  facilities; 

(11)  Load  management  equipment, 
automatic  sectionalizing  facilities,  and 
centralized  System  Control  and  Data 
Acquisition  equipment.  Load 
management  equipment  eligible  for 
financing,  including  the  related  costs  of 
installation,  is  limited  to  capital 
equipment  designed  to  influence  the 
time  and  manner  of  consumer  use  of 
electricity,  which  includes  peak  clipping 
and  load  shifting.  To  be  eligible  for 
financing,  such  equipment  must  be 
owned  by  the  borrower,  although  it  may 
be  located  inside  or  outside  a' 
consumer’s  premises;  and 

(12)  The  cost  of  engineering, 
architectural,  environmental  and  other 
studies  and  plans  needed  to  support  the 
construction  of  facilities,  when  such  cost 
is  capitalized  as  part  of  the  cost  of  the 
facilities. 

§  1710.252  Construction  work  plans— 
power  supply  borrowers. 

(a)  All  power  supply  borrowers  must 
maintain  a  current  CWP  approved  by 


the  borrower’s  board  of  directors  and 
REA  covering  all  new  construction, 
improvements,  replacements,  and 
retirements  of  distribution  and 
transmission  plant,  and  improvements, 
replacements,  and  retirements  of 
generation  plant.  Applications  for  REA 
financial  assistance  for  such  facilities 
must  be  supported  by  a  current,  REA- 
approved  CWP.  Construction  of  new 
generation  capacity  need  not  be 
included  in  a  CWP  but  must  be  specified 
and  supported  by  specific  engineering 
and  cost  studies. 

(b)  Normally,  a  power  supply 
borrower’s  CWP  shall  cover  a  period  of 
3  years.  While  comprehensive  CWPs  are 
desired,  if  there  are  extenuating 
circumstances  REA  may  accept  a  single¬ 
purpose  transmission  or  generation 
CWP  in  support  of  a  loan  application  or 
budget  reclassiHcation. 

(c)  Facilities,  equipment,  and  other 
items  included  in  a  power  supply 
borrower’s  CWP  may  include: 

(1)  Distribution  and  related  facilities 
as  set  forth  in  §  1710.251(c); 

(2)  Transmission  facilities  required  to 
deliver  the  power  needed  to  serve  the 
existing  and  planned  new  loads  of  the 
borrower  and  its  members,  and  to 
improve  service  reliability,  including  tie 
lines  for  improved  reliability  of  service, 
line  conversions,  improvements  and 
replacements,  new  substations  and 
substation  improvements  and 
replacements,  and  Systems  Control  and 
Data  Acquisition  equipment,  including 
communications,  dispatching  and 
sectionalizing  equipment,  and  load 
management  equipment; 

(3)  The  borrower’s  proportionate 
share  of  transmission  facilities  required 
to  tie  together  the  operating  systems  of 
supporting  power  pools  and  to  connect 
with  adjacent  power  suppliers; 

(4)  Improvements  and  replacements  of 
generation  facilities;  and 

(5)  The  cost  of  engineering, 
architectural,  envirorunental  and  other 
studies  and  plans  needed  to  support  the 
construction  of  facilities,  when  such  cost 
is  capitalized  as  part  of  the  cost  of  the 
facilities. 

(d)  A  CWP  for  transmission  facilities 
shall  normally  include  studies  of  load 
flows,  voltage  regulation,  and  stability 
characteristics  to  demonstrate  system 
performance  and  needs. 

§  1710.253  Engineering  and  cost  studies— 
addition  of  generation  capacity. 

(a)  The  construction  or  purchase  of 
additional  generation  capacity  and 
associated  transmission  facilities  by  a 
power  supply  or  distribution  borrower, 
including  the  replacement  of  existing 
capacity,  shall  be  supported  by 
comprehensive  project-specibc 


engineering  and  cost  studies  as  specified 
by  REA.  The  studies  shall  cover  a  period 
from  the  beginning  of  the  project  to  at 
least  10  years  after  the  start  of 
commercial  operation  of  the  facilities. 

(b)  The  studies  must  include 
comprehensive  economic  present-value 
analyses  of  the  costs  and  revenues  of 
the  available  self-generation,  load 
management,  energy  conservation,  and 
purchased-power  options,  including 
assessments  of  service  reliability  and 
financing  requirements  and  risks. 
Requirements  for  analyzing  purchased- 
power  options  are  set  forth  in  §  1710.254. 

(c)  Generally,  studies  of  self- 
generation,  load  management,  and 
energy  conservation  options  shall 
include,  as  appropriate,  analyses  of: 

(1)  Capital  and  operating  costs; 

(2)  Financing  requirements  and  risks; 

(3)  System  reliability; 

(4)  Alternative  unit  sizes; 

(5)  Alternative  types  of  generation; 

(6)  Fuel  alternatives; 

(7)  System  stability; 

(8)  Load  flows;  and 

(9)  System  dispatching. 

(d)  At  the  request  of  a  borrower,  REA, 
in  its  sole  discretion,  may  waive  speciRc 
requirements  of  this  section  if  such 
requirements  imposed  a  substantial 
burden  on  the  borrower  and  if  such 
waiver  will  not  significantly  affect  the 
accomplishment  of  the  objectives  of  this 
subpart. 

§  1710.254  Alternative  sources  of  power. 

(a)  General.  (1)  REA  will  make  loans 
to  finance  the  construction  of  generation 
facilities  by  distribution  or  power  supply 
borrowers  and  transmission  facilities  by 
power  supply  borrowers  only  under  the 
following  conditions  if  said  borrowers 
do  not  already  own  and  operate  such 
types  of  facilities: 

(1)  Where  no  adequate  and 
dependable  source  of  power  is  available 
to  meet  the  consumers’  needs:  or 

(ii)  Where  the  rates  offered  by  other 
power  sources  would  result  in  a  higher 
cost  of  power  to  the  consumers  than  the 
cost  from  facilities  financed  by  REA, 
and  the  amount  of  the  power  cost 
savings  that  would  result  from  the  REA- 
financed  facilities  bears  a  significant 
relationship  to  the  amount  of  the 
proposed  loan. 

(2)  If  a  borrower  already  owns  and 
operates  the  types  of  facilities  included 
in  a  loan  request,  then  a  loan  for  the 
purposes  set  forth  in  paragraph  (a)(1)  of 
this  section,  as  well  as  for  the 
construction  of  transmission  facilities  by 
a  distribution  borrower,  will  be 
considered  and  evaluated  by  REA  in 
terms  of  whether  the  proposed  facilities 
constitute  the  most  effective  and 
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economical  means  of  meeting  the  power 
requirements  of  the  consumers. 

(b)  Loan  requests  for  addition  of 
generation  capacity,  including 
replacement  of  existing  capacity,  will  be 
accepted  by  REA  only  when  the 
applicant  has  satisfactorily  completed 
the  investigations  of  possible  alternative 
sources  of  power  as  set  forth  in  this 
section.  The  investigations  must  be 
coordinated  in  advance  with  REA.  The 
capacity  in  question  may  be  owned 
solely  by  the  borrower  or  owned  on  an 
undivided  ownership  basis  with  other 
utilities. 

(c)  The  UD  oil  cant  is  required  to  search 
out  and  ahemot  to  utilize  capacity 
available  h'om  REA  borrowers  and  other 
organizations  before  developing  plans 
for  additiondi  generation  capacity.  The 
applicant  snail; 

(1)  Solicit  power  and  energy  purchase 
proposals  from  all  reasonable  potential 
sources  of  power,  such  as  other  electric 
cooperatives,  investor-owned  utilities, 
municipal  utility  organizations,  and 
Federal  and  state  power  authorities. 

(2)  Except  as  herein  exempted,  solicit 
proposals  from  independent  power 
producers,  including  co-generators,  to 
determine  the  terms  and  conditions 
under  which  these  producers  can  supply 
the  additional  power  and  energy  needs 
of  the  applicant,  without  REA  financial 
assistance.  Such  solicitations  shall  be 
placed  in  at  least  three  national 
newspapers  or  trade  publications,  and 
they  shall  meet  all  planning, 
coordination  or  other  requirements 
imposed  by  state  authorities,  as  well  as 
R^’s  environmental  requirements.  The 
following  projects  are  exempted  from 
this  requirement  to  solicit  proposals: 

(i)  Additions  to  or  replacements  of 
generation  capacity  of  less  than  10 
megawatts. 

(ii)  Modifications  of  existing 
generation  units  if  any  resulting  increase 
in  generation  capacity  does  not  exceed 
10  percent  of  the  capacity  of  the  existing 
unit. 

(d)  The  applicant  will  evaluate  all 
alternative  proposals  on  an  economic, 
present-value  basis,  giving 
consideration  to  cost-efiectiveness, 
reliability  of  service,  the  short-  and  long¬ 
term  financial  viabiUty  of  the  supplier, 
and  the  financial  risk  to  the  borrower 
and  its  creditors.  The  applicant  will 
keep  REA  fully  informed  on  these 
evaluations  and  provide  supporting 
information  and  analysis  as  requested 
by  REA. 

(e)  After  evaluation  of  all  proposals 
and  having  informed  REA  of  the  results, 
the  applicant  will  be  expected  to 
negotiate  final  proposals  with  the 
entities  submitting  the  best  acceptable 
offers,  if  any.  keeping  REA  fully 


informed.  All  contracts  entered  into 
shall  either  be  approved  in  advance  by 
the  Administrator  or  contain  language  to 
the  effect  that  the  contract  is  not  valid 
until  approved  in  writing  by  the 
Administrator.  The  Administrator  will 
approve  such  contracts  in  a  timely 
manner  provided  that  the  borrower  has 
met  all  applicable  requirements, 
including  REA's  environmental 
requirements,  and  provided  adequate 
evidence  that  the  alternative  selected  is 
the  most  economical  and  effective 
alternative. 

(f)  REA  may  make  independent 
inquiries  with  potential  power  suppliers 
as  to  the  availability  of  power  to  meet 
borrowers'  needs.  Information 
developed  by  REA  will  be  shared  with 
borrowers  at  their  request. 

(g)  Further  details  of  REA 
requirements  for  financing  of  generation 
and  bulk  transmission  facilities  are  set 
forth  in  7  CFR  part  1712. 

(h)  At  the  request  of  a  borrower,  REA, 
in  its  sole  discretion,  may  waive  specific 
requirements  of  paragraphs  (b)  through 
(e)  of  this  section  if  such  waiver  is 
required  to  prevent  unreasonable  delays 
in  obtaining  generation  capacity  that 
could  result  in  system  reliability 
problems. 

(Approved  by  the  Ofiice  of  Manaf^ement 
and  Budget  under  control  number  0572-0032.) 

§§1710.255-1710.299  [RMervMl] 

Subpart  G— Long-Range  Financial 
Forecasta 

§1710.300  General 

(a)  REA  encourages  borrowers  to 
maintain  a  current  long-range  financial 
forecast.  The  forecast  should  be  used  by 
the  board  of  directors  and  the  manager 
to  guide  the  system  towards  its  financial 
goals. 

(b)  A  borrower  must  prepare,  for  REA 
review  and  approval,  a  long-range 
financial  forecast  approved  by  its  board 
of  directors,  in  support  of  its  loan 
application.  The  forecast  must 
demonstrate  that  the  borrower's  system 
is  economically  viable  and  that  the 
proposed  loan  is  financially  feasible. 
Loan  feasibility  will  be  assessed  based 
on  the  criteria  set  forth  in  §  1710.112. 

(c)  The  financial  forecast  and  related 
projections  submitted  in  support  of  a 
loan  application  shall  include: 

(1)  The  projected  results  of  future 
actions  planned  by  the  borrower’s  board 
of  directors; 

(2)  The  financial  goals  established  for 
margins,  TIER,  DSC,  equity,  and  levels 
of  general  funds  to  be  invested  in  plant; 

(3)  A  pro  forma  balance  sheet, 
statement  of  operations,  and  general 


funds  summary  projected  for  each  year 
during  the  forecast  period; 

(4)  A  full  explanation  of  the 
assumptions,  supporting  data,  and 
analysis  used  in  the  forecast,  including 
the  methodology  used  to  project  loads, 
rates,  revenue,  power  costs,  operating 
expenses,  plant  additions,  and  other 
factors  having  a  material  effect  on  the 
balance  sheet  and  on  financial  ratios 
such  as  equity,  TIER,  and  DSC; 

(5)  Current  and  projected  cash  flows; 

(6)  Projections  of  future  borrowings 
and  the  associated  interest  and  principal 
expenses  required  to  meet  the  projected 
investment  requirements  of  the  system; 

(7)  Current  and  projected  kW  and 
kWh  energy  sales; 

(8)  Current  and  projected  unit  prices 
of  significant  variables  such  as  retail 
and  wholesale  power  prices,  average 
labor  costs,  and  interest; 

(9)  Current  and  projected  system 
operating  costs,  including,  but  not 
limited  to,  wholesale  power  costs, 
depreciation  expenses,  labor  costs,  and 
debt  service  costs; 

(10)  Current  and  projected  revenues 
from  sales  of  electric  power  and  energy; 

(11)  Current  and  projected  non¬ 
operating  income  and  expense; 

(12)  A  discussion  of  the  historical 
experience  of  the  borrower,  and  in  the 
case  of  a  power  supply  borrower  its 
member  systems  as  appropriate,  with 
respect  to  the  borrower’s  market 
competitiveness  as  it  relates  to  the  rates 
charged  for  electricity,  competition  fi-om 
other  fuels,  and  other  factors.  Additional 
data  and  analysis  may  be  required  by 
REA  on  a  case  by  case  basis  to  assess 
the  probable  future  competitiveness  of 
those  borrowers  that  have  a  history  of 
serious  competitive  problems;  and 

(13)  An  analysis  of  the  effects  of 
major  factors,  such  as  projected 
increases  in  rates  charged  for  electricity, 
on  the  ability  of  the  borrower,  and  in  the 
case  of  a  power  supply  borrower  its 
member  systems,  to  compete  with 
neighboring  utilities  and  other  energy 
sources. 

(d)  The  following  plans,  studies  and 
assumptions  shall  be  used  in  developing 
the  financial  forecast: 

(1)  The  REA-approved  CWP; 

(2)  REA-approved  power  requirements 
data; 

(3)  The  current  rate  schedules  or  new 
rates  already  approved  by  the  board  of 
directors; 

(4)  Future  plant  additions  and 
operating  expenses  projected  at 
anticipated  future  cost  levels  rather  than 
in  constant  dollars,  with  the  annual  rate 
of  inflation  for  major  items  specified; 
and 
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(5)  A  reasonable  range  of  assumptions 
for  each  of  the  major  variables  to  test 
the  sensitivity  of  the  results  to  changes 
in  assumptions,  if  the  Hnancial  forecast 
is  used  in  support  of  a  loan  or  loan 
guarantee  that  exceeds  the  smaller  of  10 
percent  of  the  borrower’s  total  utility 
plant  or  the  following  dollar  amount:  $25 
million  for  power  supply  borrowers,  or 
$3  million  for  distribution  borrowers. 

(e)  The  financial  forecast  shall  use  the 
accrual  method,  as  approved  by  REA, 
for  analyzing  costs  and  revenues,  and, 
as  applicable,  compare  the  economic 
results  of  the  various  alternatives  on  a 
present  value  basis. 

(f)  REA  will  obtain  and  review 
commercially  available  credit  reports  on 
applicants  for  a  loan  or  loan  guarantee 
to  verify  income,  assets,  and  credit 
history,  and  to  determine  whether  there 
are  any  outstanding  delinquent  Federal 
or  other  debts.  Such  reports  will  also  be 
reviewed  for  parties  that  are  or  propose 
to  be  joint  owners  of  a  project  with  a 
borrower. 

§  1710.301  Financial  forecasts— 
distribution  borrowers. 

(a)  Financial  forecasts  prepared  by 
distribution  borrowers  shall  cover  at 
least  a  ten-year  period,  unless  a  shorter 
period  is  authorized  by  other  REA 
regulations. 

(b)  In  addition  to  the  requirements  set 
forth  in  §  1710.300  of  this  part,  financial 
forecasts  prepared  by  distribution 
borrowers  in  support  of  a  loan 
application  shall; 

(1)  Include  expenditures  for  any 
maintenance  determined  to  be  needed  in 
the  current  system’s  operation  and 
maintenance  review  and  evaluation  in 
order  to  comply  with  mortgage 
covenants  and  prudent  utility  practice: 

(2)  Fully  explain  the  basis  for  the 
power  cost  projections  used.  Generally, 
the  power  supplier’s  most  recent 
forecasted  rates  shall  be  used;  and 

(3)  Use  REA  Form  325  or  computer¬ 
generated  equivalent  reports. 

§  1710.302  Financial  forecasts— power 
supply  borrowers. 

(a)  The  requirements  of  this  section 
apply  only  to  financial  forecasts 
submitted  by  power  supply  borrowers  in 
support  of  a  loan  from  REA.  The 
financial  forecast  prepared  by  power 
supply  borrowers  shall  demonstrate  the 
effects  that  the  addition  of  generation, 
transmission  and  any  distribution 
facilities  will  have  on  the  power  supply 
borrower’s  sales,  costs,  and  revenues, 
and  on  the  cost  of  power  to  the  member 
distribution  systems. 

(b)  The  financial  forecast  shall  cover  a 
period  beginning  with  the  present  and 
extending  at  least  10  years  beyond  the 


projected  in-service  date  of  proposed 
generation  and  transmission  facilities. 

(c)  Financial  forecasts  prepared  in 
support  of  loan  applications  to  finance 
additional  generation  capacity  shall 
include  a  power  cost  study  as  set  forth 
in  §  1710.303. 

(d)  In  addition  to  the  requirements  set 
forth  in  §  1710.300,  Hnancial  forecasts 
prepared  by  power  supply  borrowers 
shall: 

(1)  Identify  all  plans  for  generation 
and  transmission  capital  additions  and 
system  operating  expenses  on  a  year-by¬ 
year  basis,  beginning  with  the  present 
and  running  for  a  minimum  of  10  years 
after  initial  commercial  operation  of  the 
facilities.  REA  may  request  projections 
for  a  longer  period  of  time  if  deemed 
necessary; 

(2)  Integrate  projections  of  operation 
and  maintenance  expenses  associated 
with  existing  plant  with  those  of  new 
proposed  facilities  to  determine  total 
costs  of  system  operation  as  well  as  the 
costs  of  new  generation  and  generation- 
related  facilities; 

(3)  Provide  an  in-depth  analysis  of  the 
regional  markets  for  power  if  loan 
feasibility  depends  to  any  degree  on  a 
borrower’s  ability  to  sell  surplus  power 
while  its  system  loads  grow  to  meet  the 
planned  capacity  of  a  proposed  plant; 

(4)  If  not  previously  submitted,  furnish 
R^  with  all  material  information  on 
operating  agreements,  ownership 
agreements,  fuel  contracts  and  any  other 
special  agreements  that  affect  annual 
cost  projections,  as  may  be  required  by 
REA  on  a  case  by  case  basis;  and 

(5)  Include  sensitivity  analysis  as 
required  by  §  1710.300(d)(5).  Examples 
of  sensitivity  analysis  that  might  be 
used  are: 

(i)  Effects  of  a  100  to  200  basis  point 
increase  in  the  financing  interest  rate; 

(ii)  Effects  of  a  50  percent  reduction  in 
the  rate  of  projected  RE  Act  beneficiary 
load  growth; 

(iii)  Effects  of  a  10  to  20  percent 
increase  in  the  projections  for  fuel  costs; 

(iv)  Effects  of  a  20  percent  or  more 
increase  in  construction  costs;  and 

(v)  Effects  of  a  20  percent  or  more 
increase  in  maintenance,  retrofit  and 
decommissioning  costs  of  nuclear  power 
plants. 

(e)  The  projections  shall  be 
coordinated  in  advance  with  REA  so 
that  agreement  can  be  reached  on  major 
aspects  of  the  economic  studies.  These 
include,  but  are  not  limited  to, 
projections  of  future  kW  and  kWh 
requirements,  RE  Act  beneficiary  loads, 
electricity  prices,  revenues  from  system 
and  off-system  power  sales,  the  cost  of 
prospective  plant  additions,  interest  and 
depreciation  rates,  fuel  costs,  cost 


escalation  factors,  the  discount  rate,  and 
other  factors. 

(f)  The  projections,  analysis,  and 
supporting  information  must  be  included 
in  a  report  that  will  provide  REA  with 
the  information  needed  to: 

(1)  Understand  and  compare  various 
power  supply  plans; 

(2)  Determine  that  the  facilities  to  be 
financed  will  perform  satisfactorily;  and 

(3)  Determine  that  the  overall  system 
is  economically  viable  and  the  loan  is 
financially  feasible  and  secure. 

§  1710.303  Power  cost  studies— power 
supply  borrowers. 

(a)  All  applications  for  financing  of 
additional  generation  capacity  and  the 
associated  bulk  transmission  facilities 
shall  be  supported  by  a  power  cost 
study  to  demonstrate  that  the  proposed 
generation  and  associated  transmission 
facilities  are  the  most  economical  and 
effective  means  of  meeting  the 
borrower’s  power  requirements.  This 
study  usually  is  a  separate  study  but  it 
may  be  integrated  with  the  financial 
forecast  required  by  §  1710.302. 

(b)  A  power  cost  study  shall  include 
the  following  basic  elements: 

(1)  A  study  of  all  reasonably  available 
self-generation,  purchased-power,  load 
management,  and  energy  conservation 
alternatives  as  set  forth  in  §§  1710.253 
and  1710.254; 

(2)  A  present-value  analysis  of  the 
costs  of  the  alternatives  and  their  effects 
on  total  power  costs,  covering  a  period 
of  at  least  10  years  beyond  the  projected 
in-service  date  of  the  facilities; 

(3)  A  description  of  proposed  new 
power-purchase  contracts  or  revisions 
to  existing  contracts,  and  an  analysis  of 
the  effects  on  power  costs; 

(4)  Use  of  sensitivity  analyses  to 
determine  the  vulnerability  of  the 
alternatives  to  a  reasonable  range  of 
assumptions  about  fuel  costs,  failure  to 
achieve  projected  load  growth,  changes 
in  operating  and  Hnancing  costs,  and 
other  major  factors,  if  the  financial 
forecast  is  used  in  support  of  a  loan  or 
loan  guarantee  that  exceeds  the  smaller 
of  $25  million  or  10  percent  of  the 
borrower’s  total  utility  plant.  Individual 
sensitivity  analyses  need  not  be 
duplicated  if  they  have  been  included  in 
other  materials  submitted  to  REA;  and 

(5)  Assessment  of  the  financial  risks 
of  the  various  alternatives,  especially  as 
between  capital-intensive  and  non¬ 
capital-intensive  alternatives,  under  the 
range  of  assumptions  set  forth  in 
paragraph  (b)(4)  of  this  section. 

(c)  Power  cost  studies  must  use 
current,  REA-approved  power 
requirements  data,  and  all  major 
assumptions  are  subject  to  R^ 
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approval.  Alternative  assumptions 
about  projected  power  requirements 
may  be  used,  however,  in  conjunction 
with  the  sensitivity  analyses  required  by 
paragraph  (b)(4)  of  this  section. 

(Approved  by  the  Office  of  Management 
and  Budget  under  control  number  0572-0032.) 

§§  1710.304-1710.349  [Reserved] 

Subpart  H— Credit  Support  of  Power 
Supply  Borrowers  [Reserved] 

Dated:  October  31, 1991. 

Roland  R.  Vauiour, 

Undersecretary  for  Small  Community  and 
Rural  Development. 
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